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ABSTRACTS 


DEMOCRATIC  GOVERNANCE  AND  PRACTICES  IN  THE  FUTURE  US- 
INDONESIA  FREE  TRADE  AGREEMENT 

By  Alexander  C.  Chandra 

This  article  analysis  the  relationship  between  trade  and  democracy,  and  the  ways  in 
which  firee  trade  might  hamper  democracy.  The  tiade-democracy  nexus  itself  has  not 
been  extensively  analysed  in  the  context  of  Indonesia.  The  recent  proliferation  of 
bilateral  free  trade  agreements  (BFTAs)  brings  into  doubt  the  compatibility  of  free 
trade,  or  economic  openness,  with  democracy.  This  article  aims  to  address  the  extent 
to  which  BFTAs  undermine  democracy,  and  will  specifically  analyze  the  possible 
participation  of  civil  society  organizations  (CSOs)  in  the  proposed  US-Indonesia  Free 
Trade  Agreement  (USIFTA). 

EAST  ASIA'S  INSTITUTIONAL  IDENTITY:  "COMMUNITY"  OR  LESS  ? 
By  Hadi  Soesastro 

In  East  Asia,  the  desire  to  form  a  Community  may  have  its  origin  in  the  concept  of 
"regional  community  building"  .Regional  community  building  can  be  seen  as  a  post- 
Cold  War  approach  in  Asia  to  create  a  regional  order.  This  regional  order  goes  beyond 
the  traditional  concept  of  a  balance  of  power.  During  the  Cold  War,  a  regional  order 
was  imposed  upon  East  Asia,  and  that  regional  order  was  largely  influenced  by  tlie 
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East-West  divide.  East  Asia  now  wants  to  craft  a  regional  multilateral  order  that 
promotes  peace  and  prosperity  through  mutual  trust  and  respect  and  in  the  spirit  of 
cooperation.  This  research  paper  addresses  the  question  of  what  East  Asia  integration 
should  aim  to  achieve  within  a  reasonable  timeframe  of  10  to  20  years,  an  East  Asian 
Commimity  (EAC)  or  an  East  Asia  Free  Trade  Area  (EAFTA)?  This  question  is  of 
policy  relevance  to  the  region  as  it  is  in  search  of  an  institutional  identity 

EAST  ASIAN  REGIONALISM  AND  GLOBAL  GOVERNANCE 
By  Jusuf  Wanandi 

In  the  longer  term,  if  East  Asia  becomes  more  integrated,  some  cooperation  on 
developing  global  norms  and  institutions  could  happen.  They  have  to  prepare 
themselves  for  this  future  task.  In  practical  terms,  members  of  East  Asia  regional 
cooperation  from  now  on  have  to  be  active  in  the  development  of  global  norms  and 
institutions.  This  article  discusses  East  Asia  regionalism  as  well  as  the  role  of  regional 
powers  in  promoting  such  a  regionalism.  The  author  argues  that  East  Asian  regional 
institutions  are  not-^  ready  at  this  stage  to  represent  national  governments.  This  could 
happen  only  if  integration  will  be  much  deeper  and  national  sovereignty  will  surrender 
part  of  national  sovereignty  on  specific  issues. 

GLOBAL  AND  REGIONAL  DIMENSIONS  OF  IRAN  NUCLEAR  CRISIS 
By  Nugroho  Wisnumurti 

This  article  addresses  the  real  issue  behind  the  nuclear  crisis  by  discussing  the  salient 
points  of  the  relevant  Security  Council  resolutions,  the  Iranian  nuclear  programme 
and  Iran's  implementation  of  its  obligations  under  the  Treaty  of  Non-proliferation  of 
Nuclear  Weapons  (NPT)  and  other  relevant  agreements,  the  competing  strategic  interests 
in  the  crisis  at  the  regional  and  international  level,  and  the  prospect  of  a  negotiated 
resolution.  Unresolved  Iran  nuclear  crisis  will  seriously  threaten  regional  and 
international  peace  and  security.  It  is  important  for  the  parties  involved  in  the  crisis 
to  take  steps  to  find  a  negotiated  solution  to  the  crisis,  especially  during  the  two 
months  period  given  by  resolution  1747  (2007). 


CURRENT  EVENTS 


The  ASEAN  Charter* 

Ali  Alatas 


IN  AUGUST  this  year  (2007)  ASEAN 
will  be  40  years  old,  an  important 
stage  in  the  life  of  an  organization.  It 
has  indeed  been  an  eventful  40  years.  But 
one  unique  aspect  of  ASEAN's  existence 
and  growth  has  been  that  during  the  past 
four  decades  ASEAN  cooperation  has 
proceeded  without  any  formal  consti- 
tutional basis.  So  far  ASEAN  has  func- 
tioned only  on  the  basis  of  a.  "fomiding 
document",  i.e.,  the  Bangkok  or  ASEAN 
Declaration  of  1967  and  other  agreed 
statements,  concords  and  commimiques — 
which  apart  from  the  specific  treaties  it 
has  also  initiated — do  not  require  any 
formal  ratification  or  be  of  binding  legal 
nature.  That  is  why  ASEAN  cooperation 
has  been  loose  and  informal,  relying  on 
persuasion  rather  than  on  strict  rules  and 
basing  itself  on  musyawarah  and  mufakat, 
consultation  and  consensus.  This  style  of 
cooperation  has  often  been  dubbed  as  "the 
ASEAN  Way". 

This  is  not  to  say  that  this  way  of 
functioning  has  resulted  in  ASEAN  being 
ineffective.  On  the  contrary,  ASEAN's 
most  notable  achievement  is  that  during 
these  decades  it  has  been  able  to  create 


and  maintain  peace  and  stability  in 
Southeast  Asia.  In  turn,  this  condition  of 
peace  has  made  it  possible  to  promote  and 
to  strengthen  economic  cooperation  and 
integration  among  ASEAN  member- 
countries.  And  this  undoubtedly  has 
contributed  significantly  to  their  respective 
national  development  as  well  as  to 
regional  progress. 

ASEAN  has  also  succeeded  in  deve- 
loping a  number  of  important  concepts 
as  well  as  forms  of  regional  cooperation 
such  as  the  Zone  of  Peace,  Freedom  and 
Neutrality  (ZOPFAN),  the  ASEAN 
Regional  Forum  (ARF),  the  ASEAN 
Dialogue  Partnerships  with  several 
friendly  countries,  the  ASEAN  +  three 
cooperative  scheme  with  China,  Japan  and 
the  Republic  of  Korea  and  most  recently 
the  East  Asian  Summit.  It  has  also  ini- 
tiated two  international  treaties,  i.e.,  the 


•Keynote  Address,  "Shaping  ASEAN's 
Future:  The  Road  Ahead"  at  tlie  4"^  ASEAN 
Leadership  Forum,  jointly  organized  by  the 
Asian  Strategy  &  Leadership  hnstitute  (ASLI) 
and  the  ASEAN  Secretariat,  Jakarta,  17  April 
2007. 
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Treaty  of  Amity  and  Cooperation  in 
Southeast  Asia  (TAG)  and  the  Treaty  on 
the  Southeast  Asian  Nuclear  Weapons- 
Free  Zone  (SEANWFZ). 

Hence,  based  on  these  realities,  the 
international  community  has  come  to 
recognize  ASEAN  as  one  of  the  most 
successful  regional  groupings  in  the 
world. 

However,  it  is  now  being  realized  that 
in  entering  the  21^'  century,  the  world  has 
changed,  and  is  continiiing  to  change,  in 
a  fundamental  way.  As  such,  ASEAN  also 
has  to  face  a  large  number  of  new 
challenges,  which  are  among  others:  all- 
encompassing  globalization,  deepening 
interdependence  among  nations  and  inter- 
connection among  problems,  heightened 
economic  competition  and  the  urgent  need 
to  narrow  the  development  gap  between 
the  older  and  the  newer  ASEAN  member- 
countries.  On  the  East  Asian  landscape, 
major  strategic  realignments  are  occurring, 
brought  about  by  the  rise  of  China  and 
India,  the  resurgence  of  Japan  and 
Southeast  Asia's  widening  links  with  the 
rest  of  the  world. 

ASEAN  itself  has  decided,  as  stated  in 
the  Bali  Concord  II,  to  strengthen  its 
cooperation  and  intensify  its  process  of 
integration  by  moving  towards  the 
establishment  of  an  ASEAN  Community 
and  not  anymore  be  a  loose,  informal 
Association. 

Due  to  these  factors  and  the  need  for 
ASEAN  to  adapt  and  re-position  itself  to 
be  better  able  to  meet  these  fundamental 
challenges,  the  conviction  has  grown  that 


the  way  ASEAN  has  been  functioning 
over  the  years  would  not  suffice  any 
longer. 

Thus,  at  the  11th  ASEAN  Summit  in 
Kuala  Lumpur,  on  12  December  2005,  it 
was  decided  to  devise  an  ASEAN  Charter, 
that  would  serve  as  a  legal  basis  and 
institutional  framework  for  ASEAN. 
Towards  this  objective,  the  Eminent 
Persons  Group  (EPG),  comprising  ten 
distinguished  members,  each  representing 
the  ASEAN  member-countries,  was 
established.  Part  of  its  mandate  was  to 
propose  "bold  and  visionary"  as  well  as 
practical  recommendations  to  transform 
ASEAN  to  become  a  Community  so  as  to 
enable  it  to  achieve  its  goals  and  meet 
the  challenges  of  a  rapidly  changing 
world. 

Experience  in  regional  cooperation  and 
integration  has  shown  that  at  least  five 
factors  are  of  decisive  importance  for 
success: 

1.  clear  rules  and  principles  on  which 
to  base  cooperation  and  guide 
integration  along; 

2.  an  effective  decision-making  process; 

3.  functioning  and  accepted  imple- 
mentation monitoring  and  dispute 
settlement  mechanisms; 

4.  an  efficient  organizational  frame- 
work and  strong  institutions  to 
drive  the  integration  process; 

5.  above  all,  strong  political  will/ 
political  commitment  towards 
enhancing  regional  integration 
and  regional  interests  (as  against 
national  interests). 
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There  are  other  importan.t  factors:  the 
voluntary  transfer  of  some  sovereign 
function  to  a  regional  organization  should 
not  be  seen  as  a  zero-sum  game  and 
interpreted  as  a  reduction  of  sovereignty. 
In  this  context,  it  is  pertinent  to  study 
the  way  the  European  Union  has 
addressed  the  question  of  national 
sovereignty,  i.e.  ,by  utilizing  the  concept 
of  a  "pooling  of  sovereignty". 

There  is  also  the  need,  and  this  is  one 
of  the  recommendations  of  the  EPG,  for 
ASEAN  to  re-calibrate  its  traditional 
approach  of  non-interference  in  domestic 
matters  and  to  do  so  on  questions  where 
the  common  interest  dictates  joint  action 
and  closer  cooperation. 

It  was  precisely  for  these  factors  that 
the  Leaders  of  ASEAN  had  hoped  that 
the  EPG  would  direct  its  attention,  so  as 
to  make  ASEAN  better  attuned  to  the 
requirements  of  the  future.  And  it  is  on 
these  issues,  therefore,  that  the  EPG  has 
proposed  the  bulk  of  its  recommendations. 

In  the  Kuala  Lumpur  Declaration  on 
the  establishment  of  the  ASEAN  Charter 
it  was  stressed  that  the  Charter  should 
reaffirm  the  validity  of  and  codify  all 
pertinent  norms,  principles,  rules  and 
goals  of  ASEAN  as  earlier  contained  in 
its  milestone  agreements  and  other 
instruments  and  documents.  It  was  from 
the  outset  clear,  however,  that  with  an 
eye  to  the  future  certain  additional 
principles /goals  needed  to  be  included. 
The  EPG,  therefore,  specifically 
recommended  for  inclusion  in  the  charter. 

•   the  promotion  of  democracy  and 
the  strengthening  of  democratic 


institutions,  respect  for  human 
rights  and  fundamental  freedoms, 
the  rule  of  law,  including  inter- 
national humanitarian  law,  rejection 
of  unconstitutional  and  undemo- 
cratic changes  of  government, 
transparency  and  good  governance; 

•  adherence  to  a  set  of  common  socio- 
cultural  and  political  community 
values  and  shared  norms  and 
promotion  of  the  interests  of  the 
community  for  the  benefit  of  all; 

•  strengthen  ASEAN's  competi- 
tiveness, deepen  and  broaden  eco- 
nomic integration  and  ASEAN's 
linkages  with  the  world  economy; 

•  develop  ASEAN  as  a  Single  Market 
and  production  base  iii  which  there 
is  a  free  flow  of  goods,  services, 
investment,  skilled  labor  and  a  freer 
flow  of  capital; 

•  narrow  the  development  gaps 
among  member-comi tries; 

•  maintain  ASEAN  as  a  primary 
driving  force  in  regional  co- 
operation. 

The  consensus  style  of  decision-making 
has  served  ASEAN  well  over  the  years  to 
maintain  cohesion,  solidarity  and  a  sense 
of  equality.  It  should  therefore  be  retained, 
especially  for  important  decisions.  But 
consensus  should  aid,  not  impede.  Hence, 
if  consensus  cannot  be  achieved  and  to 
ensure  ASEAN's  continued  effectiveness, 
decisions  may  be  taken  through  voting, 
subject  to  rules  of  procedure  to  be 
determined  by  the  ASEAN  Heads  of  State 
and  Government. 

ASEAN's  problem  has  never  been  one 
of  lack  of  vision,  ideas  or  action  plans. 
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The  problem  is  one  of  effective  imple- 
mentation and  of  ensuring  compliance. 
The  ASEAN  member-countries  must 
develop  a  habit  of  commitment  to  honor 
principles  and  implement  decisions, 
agreements  and  timeliness.  There  is  a 
need,  therefore,  for  a  monitoring  me- 
chanism and,  in  case  of  non-compliance, 
certain  agreed  measures  to  address  or 
redress  such  non-compliance. 

As  the  EPG  has  suggested,  the  ASEAN 
Secretariat  is  in  the  best  position  to  be 
entrusted  with  monitoring  compliance  and 
the  Secretary  General  should  regularly 
report  its  findings  to  the  ASEAN  Heads 
of  State  and  Government.  Measures  to 
deal  with  cases  of  non-compliance  covdd 
include  suspension  of  any  of  the  rights 
and  privileges  of  membership.  However, 
taking  into  account  the  particvdar  nature 
of  ASEAN  as  a  "family"  of  Southeast 
Asian  nations,  there  should  be  no  recourse 
to  expulsion  of  membership,  tmless  other- 
wise decided  by  the  Heads  of  State  and 
Government  in  exceptional  circumstances. 

In  the  same  context.  Dispute  Settlement 
Mechanisms  should  be  established  in  all 
fields  of  ASEAN  cooperation,  especially 
in  the  political  and  economic  fields,  which 
should  include  compliance  monitoring, 
advisory,  consultation  as  well  as  enfor- 
cement mechanisms. 

For  disputes  in  the  political  and 
security  field,  the  High  Council  of  the 
Treaty  of  Amity  and  Cooperation  in 
Southeast  Asia,  as  amended,  and  its  Rules 
of  Procedure  should  remain  the  main 
instrument  for  their  peaceful  resolution. 
For  disputes  in  the  economic  field,  the 
ASEAN  Protocol  on  Enhanced  Dispute 


Settlement  Mechanism  should  continue  to 
fulfill  this  role. 

Achieving  closer  cooperation  and 
deeper  integration  as  well  as  meeting 
heightened  competition  and  new,  non- 
traditional  security  challenges,  such  as 
tiansnational  crimes  and  terrorism,  natural 
disasters  and  new  pandemics  urgently 
require  strengthening  of  ASEAN's  insti- 
tutional framework  and  organizational 
effectiveness.  New  demands  will  also  be 
put  on  the  Secretary  General  of  ASEAN 
and  the  central  Secretariat. 

The  ASEAN  Secretariat  was  established 
only  after  10  years  of  ASEAN's  existence 
and  last  restructured  in  the  early  1990s. 
It  is  essential,  therefore,  to  enhance  its 
administrative,  organizational,  analytical 
and  planning  capabilities  and  endow  it 
with  sufficient  resources.  The  recruitment 
and  development  of  dedicated,  profes- 
sional staff  should  be  ensured. 

The  Secretary  General  should  be 
empowered  to  take  on  a  greater  role, 
specifically  in  managing  external  relations, 
in  representing  ASEAN  at  tiie  UN  and 
other  international  and  regional  bodies 
and  in  signing  non-sensitive  agreements 
on  behalf  of  ASEAN.  The  Secretary  Ge- 
neral should  also  be  supported  by  four 
instead  of  the  current  two  Deputy 
Secretaries-General,  who  will  assist  the  SG 
in  overseeing  political-security,  economic 
and  socio-cultural  cooperation  as  well  as 
external  relations,  administrative  and 
budgetary  affairs. 

The  EPG  has  further  recommended 
that  a  strong  organizational  structure  be 
put  in  place,  more  reflective  of  and 


8 


THE  INDONESIAN  QUARTERLY,  Vol.  35,  No.  1,  2007:  4-9 


attuned  to  the  needs  of  ASEAN  as  a 
Community  ratlier  than  as  an  Association. 
In  this  context,  the  Heads  of  State  and 
Government  would  remain  the  supreme 
policy-making  organ  of  ASEAN,  but  it  is 
proposed  to  rename  it  the  ASEAN 
Council.  Under  this  council,  three  Councils 
at  the  Ministerial  level  will  be  established 
with  the  tasks  of  implementing  and 
attaining  the  purposes  and  objectives  of 
the  three  pillars  of  the  ASEAN  Com- 
mimit}'.  Further  down,  the  organizational 
structure  is  completed  by  Committees  at 
the  senior  official  level  etc. 

Other  arrangements  and  organs  pro- 
posed for  the  new  organizational  structure 
include  the  accreditation  of  Permanent 
Representatives  of  Member  States  to 
ASEAN,  based  in  Jakarta;  (This  possibility 
is  also  open  to  ASEAN's  Dialogue  Partner 
Countries.);  the  re-invigoration  of  the 
ASEAN  Foundation,  to  play  a  more  active 
role  in  raising  public  awareness  of 
ASEAN,  especially  among  the  youth;  the 
establishment  of  an  ASEAN  Institute,  to 
support  the  Secretary  General  in  research, 
policy  analysis,  strategic  plarming  and 
outreach  programs  as  well  as  collaborate 
with  Track-n  organizations. 

In  addition,  ASEAN  will  be  called 
upon  to  effect  greater  rationalization  and 
better  coordination  with  regard  to  the 
increasingly  higher  frequency  of  its 
meetings,  both  at  the  Ministerial  as  well 
as  the  Senior  Officials  level. 

Another  key  aspect  in  ASEAN's  future 
is  ensuring  the  mobilization  of  adequate 
resources  for  its  operational  as  well  as 
development  needs,  including  for 
narrowing  the  development  gap  among 


Member  States.  While  it  still  proved 
impossible  to  replace  the  principle  of 
equality  with  the  principle  of  equity  in 
contributions  to  the  operational  budget, 
the  EPG  did  agree  on  voluntary  contri- 
butioris  for  regional  development  efforts 
and  the  establishment  of  a  Special  Fund 
for  narrowing  the  development  gap,  also 
with  voluntary  contributions  of  Member 
States.  ASEAN's  development  budget  and 
the  Special  Fimd  may  additionally  be  con- 
tributed to  by  the  private  business  sector 
and  other  external  sources.  Other  creative 
and  sustainable  ways  of  raising  funds 
should  also  be  explored  and  put  in  place. 

It  is  clear  that  to  be  successful  in 
narrowing  the  development  gap,  there 
must  be  a  firm  political  commitment,  an 
adequate  pool  of  resources  and  a 
systematic  and  mutually  acceptable 
programme  to  transfer  the  resources  to 
where  they  are  needed. 

Additionally,  however,  there  is  one 
aspect  of  particular  importance.  From  the 
outset,  the  Leaders  of  ASEAN  had 
stressed  the  need  for  ASEAN,  in  its 
further  growth,  to  become  a  more 
"people-centered"  organization,  a  Commu- 
nity rooted  in  the  peoples  of  ASEAN.  For 
a  long  time  ASEAN  has  been  perceived 
as  an  "elitist  club",  comprising  mostly 
Government  officials  and  diplomats.  The 
feeling  of  "oneness"  and  sense  of 
belonging  among  the  common  citizens  of 
ASEAN  were  felt  to  be  almost  non- 
existent. Hence,  it  is  of  the  highest 
importance  for  ASEAN  to  develop  a  way 
of  management  and  functioning  that 
would  ensure  the  real  involvement  and 
participation  of  its  peoples. 
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The  members  of  the  EPG  acutely  felt 
this  need.  But  the  problem  was  how  and 
in  what  form  such  participation  by  the 
people  could  be  translated  into  the 
organizational  structure  and  operational 
fimctiorring  of  ASEAN  and  how  to  reflect 
it  in  the  Charter. 

Thus,  after  a  series  of  consultation 
meetings  with  various  groups  of  civil 
society,  with  representatives  of  the 
ASEAN  Inter-Parliamentary  Organization 
(AIPO),  with  the  ASEAN  Chambers  of 
Corrunerce  and  Industry  (ASEAN-CCI), 
with  Representatives  of  the  Working 
Group  for  an  ASEAN  Regional  Human 
Rights  Mechanism  and  others,  the 
following  recommendation  was  thought  to 
be  the  most  feasible  and  effective:  regular 
channels  or  "processes  of  consultations'' 
should  be  established  by  the  principal 
Organs  of  ASEAN  with  at  least  three 
distinct  groups,  i.e.,  with  the  AIPO,  the 
ASEAN  business  community  and  with 
representative  groups  of  civil  society. 
These  regular  consultations  could  involve 
certain  aspects  of  policy  formulation  as 
weU  as  monitoring  the  implementation  of 
decisioris  and  commitments  agreed  upon 
by  Member  States. 


These  then  are  some  of  the  basic  issues 
which  were  intensely  discussed  by  the 
EPG  and  on  which  it  has  given  its 
recommendations.  It  was  fully  realized 
that  the  way  these  issues  were  addressed 
would  tmdeniably  affect  the  shaping  of  a 
fuhire  ASEAN. 

Above  all,  however,  what  will  be 
needed  is  a  strong  political  will  and  com- 
mitment, especially  by  ASEAN  member 
leaders.  They  need  to  make  conscious 
efforts  towards  enhancing  regional 
cooperation  and  integration  as  well  as 
accord  higher  national  priority  to  ASEAN 
in  their  domestic  agenda.  The  challenges 
facing  ASEAN  in  the  next  decades  are 
daunting.  ASEAN  must  strengthen  itself 
to  effectively  overcome  these  challenges 
and  it  cannot  allow  itself  to  be  progres- 
sively marginalized.  The  EPG  recom- 
mendations for  the  ASEAN  Charter, 
therefore,  seek  to  strike  a  balance  between 
preserving  ASEAN's  fundamentals  and 
putting  in  place  a  stronger  basis  for 
ASEAN's  future  growth  towards  a  Com- 
munity and  beyond. 

There  can  be  no  doubt  that  for  ASEAN 
to  succeed,  the  Member  States  should 
think  and  act  more  regionally  and  less 
nationally. 


The  Key  to  Maritime  Cooperation 

Manoj  Gupta  &  Hasjim  Djalal 


•  Maritime  security  is  at  the  fore  front 
of  international  public  order. 

•  No  maritime  nation  can  afford  to 
go  alone  in  policing  the  oceans. 

•  Flying  the  UN  flag,  world  navies 
can  function  in  a  supranational  role. 

On  23  March  2007  fifteen  British  sailors 
from  HMS  Cornwall  were  taken  captive 
by  Iranian  forces  in  tidal  waters  of  the 
Shat-al-Arab.  Amongst  conflicting  claims, 
the  incident  is  a  srark  reality  of  what  the 
future  holds,  if  nations  do  not  soon 
enough  come  together  on  policing  the 
oceans. 

Maritime  security  is  at  the  forefront  of 
international  public  order  in  the  oceans. 
Free  flowing  international  trade,  carried 
predominantly  by  a  large  and  hetero- 
geneous fleet  of  ocean  going  vessels  has 
been  the  impetus  behind  the  significant 
advances  in  world  prosperity,  experienced 
in  the  second  half  of  this  century.  The 
oceans  provide  a  natural  route  for  com- 
munication, transportation,  and  trade  with 
approximately  90  per  cent  of  international 
trade  being  transported  by  sea.  The  world 


merchant  fleet  exceeds  85,000  ships  and 
the  value  of  seaborne  trade  and  shipping 
is  $  155  billion  annually. 

The  reality  today  is  that  while  most  of 
the  world's  trade  travels  by  sea,  the  ocean 
voyage  is  only  one  element  in  a  complex 
chain.  A  typical  door-to-door  journey 
using  a  shipping  container  could  involve 
the  interaction  of  approximately  25 
different  actors,  generate  30-40  documents, 
use  2-3  different  modes,  and  be  handled 
at  as  many  as  12-15  physical  locations. 
This  complex  web  can  be  broken  down 
into  movement  of  goods  from  place  to 
place;  transfer  of  custody  from  person  to 
person;  and  sharing  of  information 
regarding  the  cargo. 

Through  the  90's  the  legal  regime  for 
the  oceans  continued  to  be  strengthened 
through  a  number  of  conventions,  agree- 
ments and  programs  of  action.  As  many 
as  40  international  agreements  and 
programs  were  negotiated,  adopted  or 
entered  into  force  in  an  effort  to  promote 
peace  and  security,  as  well  as,  sustainable 
development  of  the  oceans.  The  range  of 
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international  agreements  has  contributed 
to  international  norm-setting  but  imple- 
mentation at  the  national  level  continues 
to  be  a  challenge. 

Very  quickly  after  the  world  trade 
centre  terrorist  attacks,  attention  shifted 
from  aviation  to  maritime  security  and  a 
concerted  international  effort  was  under- 
taken to  rapidly  develop  a  strategy  to 
reduce  the  danger  from  terrorist  acts  on 
the  maritime  transport  system.  The 
principal  elements  that  emerged  as  part 
of  that  strategy  included  the  need  to:  track 
vessels;  address  the  security  of  vessels  and 
ports;  verify  and  authenticate  the  identity 
of  seafarers;  and  ensure  integrity  of 
container  cargo.  These  elements  formed 
the  basis  of  the  new^two  part  International 
Ship  and  Port  facility  Security  (ISPS)  code 
adopted  by  the  International  Maritime 
Organisation  (IMO)  in  December  2002  and 
brought  into  force  in  July  2004. 

The  difficulty  lies  in  incorporating  the 
present  body  of  rules,  agreements,  and 
treaties  into  a  number  of  rigid  security 
and  enforcement  structures  with  the  key 
issue  in  this  being  responsibility  and 
ownership  of  the  maritime  security 
problem.  Navies,  originally,  meant  all 
ships  of  a  nation,  whether  for  war  or 
commerce;  the  term  navy  now  designates 
only  such  vessels  as  are  built  and 
maintained  specifically  for  war.  A  coast 
guard  is  a  national  organization 
responsible  for  various  services  at  sea. 
However,  the  term  implies  widely  diffe- 
rent responsibilities  in  different  countries. 
Marine  police  are  usually  responsible  for 
ensuring  similar  functions  as  coast  guards 
and  th  en  there  are  coastwatch  and 


customs  agencies,  again  with  varying 
responsibilities  in  different  countries.  All 
together  multiple  agencies  are  undertaking 
similar  functions  to  achieve  safety  at  sea, 
resource  conservation  environmental 
protection,  and  prevention  of  crime  at  sea. 

The  task  of  coordinating  national 
agencies  complex  in  itself,  adds  to  the 
woes  of  cooperation  between  maritime 
forces  of  different  countries.  And  so,  even 
after  five  years  since,  the  spotlight  shifted 
to  maritime  security,  the  talk  show 
continues.  In  the  last  nine  months  alone, 
maritime  security  and  cooperation  has 
been  talked  about  at  conferences  and 
seminars  right  across  the  globe  from 
Canada  in  June  2006,  Africa  in  July, 
Australia  in  August,  United  Kingdom  in 
September,  Hawaii  and  Italy  in  October, 
Singapore  and  Indonesia  in  November, 
India  in  December,  "^'^irginia  in  Jan  2007, 
and  again  in  the  UK  in  February.  So,  is 
maritime  security  and  cooperation  so 
much  more  complex  to  achieve  than 
democracy  in  Iraq? 

The  key  to  maritime  cooperation  Ues 
in  changing  mindsets.  There  are  always 
two  sides  to  the  interpretation  of  law.  The 
question  is  "are  nations  and  navies 
prepared  to  change  mindsets  in  the  way 
they  understand  Law  of  the  Sea?" 
Historical  research  clearly  proves  that 
freedom  has  had  no  static  content  'a 
priori',  but  has  been  subject  to  continuous, 
at  times  even  violent,  changes.  Spain  and 
Portugal  in  1494  went  on  to  divide  all  of 
the  oceans  in  the  southern  hemisphere.  In 
1982,  the  world's  largest  expanse  of 
common  spaces  the  high  seas  that 
traditionally  nearly  touched  shores  of  the 
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world's  coastlines  had  a  new  regime.  The 
concept  of  Exclusive  Economic  Zone  (EEZ) 
has  now  put  36%  of  tlie  world's  oceans 
imder  national  jurisdictions.  Freedom  of 
the  high  seas,  wliich  by  end  of  rtineteenth 
century  had  come  to  be  established  as  a 
fimdamental  principle  of  international  law 
is  now  divided  up  into  zones  that  have 
been  subjected  to  varying  degree  of  'con- 
trol and  regulation'  by  specifying  rights 
and  responsibilities  of  all  nation  states. 

Besides  reduction  m  geographical 
scope,  foundations  of  'freedom  of  the  high 
seas'  put  forward  by  Grotius's  'Mare 
Liberum'  have  now  come  to  be  subjected 
to  the  'due  regard'  principle  in  article 
87(2)  of  UNCLOS.  Nothing  more  clearly 
demonstrates  change  in  emphasis  in 
relationship  of  flag  states  and  coastal 
states  with  regards  to  state  rights  and 
responsibilities.  Firstly,  it  limits  freedom 
of  navigation  through  exercise  of  ordinary 
jurisdiction  of  the  flag  state.  Secondly, 
with  a  view  to  prevent  piracy,  illegal 
immigration,  drug  trafficking,  un- 
authorised broadcasting,  and  pollution  of 
the  marine  environment  UNCLOS  through 
extraordinary  jurisdiction  of  the  coastal 
state  imposes  restriction  on  freedom  of  na- 
vigation on  the  high  seas.  It  provides  for 
right  of  hot  pursuit  and  subsequent  arrest 
on  the  high  seas  and  also  right  of  visit  to 
a  coastal  state.  The  underlying  principle 
is  to  maintain  public  order  in  the  oceans 
and  is  reinforced  under  article  88  which 
reserves  the  high  seas  for  peaceful  pur- 
poses. The  other  traditional  freedom  of 
fishing  on  the  high  seas  is  also  no  longer 
an  absolute  and  unrestricted  freedom  but 
there  is  an  obligation  for  conservation  and 
international  co-operation. 


It  may  be  said  that  the  rapid  pace  of 
technological,  social,  environmental, 
economic  and  more  importantly  political 
changes  has  altered  the  equation  of 
relationship  at  sea.  Technological  advances 
have  brought  in  the  need  to  regulate  and 
control  ships  in  high-density  traffic  areas. 
Socially,  2/3rd  of  world  populace  is 
expected  to  be  living  near  the  coastline 
by  2025.  Unthinkable  environmental 
damage  with  catastrophic  consequences  on 
the  health  of  the  oceans  has  turned  to 
reality.  Economically,  exploiting  and 
controlling  mineral  wealth  of  oceans  has 
become  a  necessity  for  sustenance  of 
world  economies.  Politically,  a  host  of 
nation's  particularly  coastal  nations  have 
gained  their  independence.  Besides, 
criminals  have  taken  advantage  of  the 
relative  freedom  of  the  seas  compared 
with  air  travel  for  instance  to  smuggle 
arms,  drugs  and  illegal  immigrants.  The 
global  reach  of  organised  transnational 
crime  and  its  evasion  of  national  controls 
challenges  every  nations  economic  well 
being,  social  stability  and  political  peace, 
even  more  so  when  joined  in  the  circle  of 
maritime  tlireats  by  terrorism. 

Why  has  the  United  States  Navy,  the 
most  powerful  navy  in  the  world,  called 
for  a  1000-ship  virtual  navy  to  police  the 
oceans?  The  new  era  of  'shared  oceans 
shared  future'  is  one  of  maritime  co- 
operation. Oceans  are  the  primary  source 
of  food,  energy  and  transportation,  all  key 
to  national  well  being  and  nations  are 
increasingly  being  confronted  with  threats 
other  than  war  to  national  well  being, 
from  and  at  sea.  The  challenges  of  today 
faced  by  nations  include:  increase  in  illegal 
activities  that  accompany  the  progressive 
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growth  in  legitimate  maritime  activities; 
manifold  growth  in  ocean  use  that  exceeds 
the  carrying  capacity  of  the  oceans  causing 
pollution  of  the  marine  environment; 
horrific  changes  in  the  ocean  environment 
leading  to  increasing  loss  of  life  and 
property  from  natural  disasters;  and  the 
potential  for  conflict  in  a  quest  to  demar- 
cate imaginary  lines  at  sea  to  claim  so- 
vereignty over  ocean  resources.  The 
response  to  the  challenges  involves: 
devices  to  preserve  the  oceans  as  a  global 
maritime  common  space;  collectively 
managing  the  carrying  capacity  to  protect 
the  marine  environment;  disaster  miti- 
gation and  better  response  to  avert 
changes  in  the  ocean  environment  as  a 
shared  responsibility  by  all  maritime 
nations;  and  commitment  to  finding  joint 
solutions  to  better  manage  resources  and 
minimise  the  potential  for  resource  con- 
flict. In  one  sentence,  today's  challenges 
and  tomorrow's  response  are  beyond 
individual  national  capacities. 

Until  the  end  of  the  Cold  War,  United 
Nations  operations  for  preserving  peace 
have  been  the  domain  of  land  and  air 
forces.  Naval  forces  have  been  used  in 
support  of  UN  operations  on  land  but 
threats  to  peace  and  stability  that  exist  in 
the  maritime  domain  have  never  been 
subjected  to  a  UN  operation.  The  sug- 
gestion of  a  UN  maritime  standing  force 
first  suggested  by  the  Norwegians  was 
followed  up  by  Russia  in  the  1990's  as  a 
means  to  provide  a  responsive  force  to 
the  challenges  in  the  maritime  domain.  No 
UN  standing  military  force  has  ever  been 
created  and  the  best  option  for  maritime 
security  forces  has  been  the  continued  and 
evolving  use  of  regionally-based  combined 


naval  operations  and  at  times  has  been 
under  the  auspices  of  the  United  Nations. 

In  1998,  the  United  Nations  Indepen- 
dent World  Commission  on  the  Ocearis 
(IWCO)  had  called  upon  national  navies 
to  be  employed  in  a  supranational  role  to 
police  the  oceans  and  uphold  intemational 
law.  It  is  the  supranational  role  of  navies 
tiiat  will  be  examined  by  combining  the 
United  States  Navy's  articulation  of  a 
1000-ship  navy  concept  and  the  concept 
of  a  UN  standing  naval  force.  For  navies 
to  cooperate  in  the  maritime  domain  some 
of  the  common  challenges  to  intero- 
perability that  are  repeatedly  discussed 
include  the  much  touted  absence  of 
common  concerns;  suspicions  of  each 
others  intentions;  no  common  doctrine; 
problem  of  language  in  communicating  at 
sea;  different  technological  levels;  and 
integrating  command  and  control. 

In  terms  of  common  concern,  one  can 
argue  that  the  potential  troublesome 
maritime  security  issues  that  affect  all 
maritime  nations  and  stand  out  include: 
crime  at  sea  such  as  piracy,  terrorism  and 
insurgency,  smuggling,  drug  trafficking 
and  narcotics;  marine  safety  including 
search  and  rescue,  salvage  and  dealing 
with  accidents  at  sea;  environmental 
degradation  from  oil  spills,  waste  disposal 
and  pollution  by  ships;  protection  of 
shipping,  hade  and  keepuig  sea-lanes  of 
communication  open  at  all  times;  and 
illegal  fishing  for  sustainable  resource 
management.  As  for  the  remaining 
interoperability  obstacles  of  trust,  legal 
framework,  information  sharing,  and 
Standard  Operating  Procedures  (SOPs)  a 
change  iii  mindset  can  transform  maritime 
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cooperation  from  'plain  talk'  or  a  'utopian' 
thought  to  something  'doable.' 

Flying  the  UN  flag  on  a  warship  can 
make  it  possible  for  a  navy  to  function  in 
a  supranational  role  in  an  identified  area 
of  concern.  For  when  a  warship  chooses 
to  fly  the  UN  flag,  in  addition  to  its 
national  flag  and  naval  ensign,  it  will 
demonstrate  that  the  warship  whilst  under 
sovereign  control  is:  acting  against  a  threat 
of  common  concern;  operating  as  a  'force 
for  good'  and  acting  in  good  faith; 
enforcing  the  provisions  of  international 
law;  open  to  communicate  with  any  other 
warship  globally;  and  operating  within  the 
parameters  of  a  United  Nations  Maritime 
Tactical  Signals  and  Manoeuvring 
Listructions  (UN  MTSMI)  SOP,  which  is 
possible  to  write  out  jointly  by  the  world's 
naval  commanders  for  their  navies  to 
function  in  a  supranational  role  whilst 
policing  the  oceans. 

The  concept  relies  on  the  knowledge 
by  naval  commanders  of  the  similarity 
amongst  navies  in  terms  of  traditions  and 
operating  standards  at  sea  and  the  ease 
with  which  warships  can  honour  the 
national  flag  of  other  nations  by  flying  a 
'courtesy  flag'  when  entering  a  port  of 
call  in  a  simple  act  of  respect  for  the 
nation  being  visited.  Firstly,  no  nation 
could  risk  its  navy  to  abuse  the  use  of 
the  UN  flag  in  the  conduct  of  military 
operations  against  another  nation.  In 
effect,  it  de  facto  addresses  the  element  of 
trust  or  suspicion  of  the  intent  of  a  war- 
ship in  the  sovereign  waters  of  another 
nation.  Secondly,  flying  the  UN  flag 
automatically  signals  that  the  warship  is 
acting  within  the  framework  of  a  UN 


agreement,  law,  treaty,  or  code  that  has 
been  brought  into  force  for  maintaining 
'good  order  at  sea'  and  specified  in  the 
UN  MTSMI  jointly  written  for  the  pur- 
pose. Thirdly,  the  warship  automatically 
opens  its  charmels  of  communication  on 
specified  frequencies  and  a  designated  UN 
tactical  call  sign  to  communicate  with  any 
other  warship  at  the  scene  of  action  or 
with  the  coastal  nation.  Finally,  by 
adopting  the  SOP  outlined  in  the  UN 
MTSMI  warships  of  different  nations 
acting  alone  or  in  concert  would  be  able 
to  function  imder  an  integrated  command 
and  control  arrangement. 

Cynics  will  argue  that  the  concerns 
highlighted  are  problems  of  individual 
nations,  so  why  should  nations  agree  to 
fly  the  UN  Flag  in  pursuit  of  national 
security  fimctions.  Other  will  argue  that 
the  Niue  treaty  on  cooperation  in  fisheries 
surveillance  and  law  enforcement  has  un- 
successfully attempted  similar  arrange- 
ments in  the  South  Pacific  region.  States 
and  more  so  archipelagic  states  are 
concerned  with  the  use  of  maritime  space 
to  upset  national  imity  and  integrity.  The 
crux  of  the  argument  in  seeking  a 
supranational  role  for  navy's  lies  in  the 
awareness  of  a  verity  that  no  nation  and 
the  autiiors  emphasise  no  nation  can  go 
alone  in  providing  maritime  security  from 
non-military  trans-national  threats  to 
national  security.  Individual  navies  simply 
lack  the  capacity  and  cannot  realistically 
build  the  required  capacity  needed  to 
secure  their  nations  coastline  from  the 
threats  under  consideration  in  the 
argument  for  maritime  cooperation:  This 
is  even  more  so  for  coastal  navies  of 
developiiig  nations.  Unlike  the  Niue  treat}' 
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which  called  upon  participating  states  to 
enter  into  further  regional  agreements,  the 
present  concept  is  uruversally  operational 
instantaneously  without  recourse  to 
further  agreements  between  nations  on  the 
basis  that  all  nations  are  members  of  the 
United  Nations  and  as  signatories  to  the 
jointly  drawn  up  UN  MTSMI  agree  to 
incorporate  the  doctrinal  provisions  of  the 
SOP  into  the  operating  procedures  of  their 
own  navy  in  dealing  with  the  specified 
threats. 

The  concept  can  be  illustrated  using 
the  latest  UK-Iran  stand  off  over  the 
captured  British  sailors.  There  is  no  agreed 
median  line  demarcating  Iraqi  and  Iranian 
territorial  waters  in  the  Shat-al-Arab.  Due 
to  the  shifting  nature  of  the  tidal  waters 
the  boundary  line  is  required  to  be 
arbitrated  upon  regularly.  UK  operations 
at  sea  as  part  of  the  Multi-National  Force 
in  Iraq  (MNF-I)  mandated  by  UN  Security 
Council  resolution  1723  are  being 
conducted  with  the  consent  and  on  behalf 
of  the  Iraqi  government.  The  UN  has 
caUed  upon  the  international  community 
especially  Iran  as  Iraq's  immediate 
neighbour  to  support  Iraq  in  its  pursuit 
for  peace,  stability,  security,  democracy, 
and  prosperity.  In  this  specific  incident 
HMS  Cornwall  sailors  were  apparently 
engaged  in  inspection  of  merchant  ships 
to  prevent  smuggling,  and  if  so,  an  act  of 
international  public  order  and  should  have 
been  facilitated  by  Iran.  The  sailors  were 
apparently  on  routine  patrol  in  unarmed 
vessels  carrying  only  personnel  protection 
weapons  required  when  boarding 
merchant  ships  for  inspection.  Did  the 
British  sailors  display  any  threat  or  use 
of  force  against  the  sovereignty,  territorial 


integrity  or  political  independence  of  Iran? 
Probably  the  answer  is  no.  Apparently, 
Iranian  forces  did  not  warn  the  British 
sailors  that  they  were  in  violation  of 
Iranian  territorial  waters  and  must 
immediately  leave  the  area.  Given  the 
situation  in  Iraq  and  to  deny  the  use  of 
its  territorial  waters  for  smuggling  and 
other  illegal  activities  had  Iran  suspended 
innocent  passage  in  its  territorial  waters? 
Again,  the  answer  seems  to  be  no.  So  in 
a  situation  where  there  are  no  clearly 
delimited  maritime  boundaries  and  an 
obligation  on  the  international  commimity 
particularly  countries  in  the  region  to 
uphold  international  law  and  maintain 
international  public  order  what  could  be 
the  mode  of  operations  for  a  responsible 
maritime  nation.  The  Royal  navy  was 
supposedly  engaged  in  supranational  role 
to  police  the  waterways  of  the  Shat-al- 
Arab.  The  answer  possibly  lies  in 
embracing  the  concept  of  flying  the  UN 
Flag  at  the  foremast  of  warships  when 
engaged  in  naval  operations  to  police  the 
oceans  against  UN  mandated  specified 
threats  to  international  peace  and  security 
and  so  incorporated  ii-i  the  UN  MTSMI. 

The  UK-Iran  stand  off  is  but  one 
example  of  political  gamesmanship  at  sea 
that  has  the  potential  of  bringiiig  nations 
to  the  brink  of  war.  It  also  lends  credence 
to  non-state  actors  to  exploit  the  territorial 
space  of  one  nation  to  direct  criminal 
activities  against  another  nation.  There  is 
every  reason  for  navies  to  capitalise  on 
their  strengths  of  similar  traditions  and 
operating  standards  at  sea  to  build 
cooperative  relationships  with  others  in 
accordance  with  the  principle  of  respect 
for  national  sovereignty  and  jurisdiction 
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and  on  the  basis  of  mutual  benefit  in 
upholding  international  law.  Such 
maritime  cooperation  amongst  navies  may 
assure  their  flexibility  and  freedom  to 
traverse  across  an  ocean  space  with  no 


real  physical  boundaries  to  operate  in  a 
supranational  role  for  policing  the  oceans, 
as  the  principal  protective  element  of  a 
nation's  strategy  for  maritime  security  and 
international  public  order. 
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REVIEW  OF  POLITICAL  DEVELOPMENT 


SBY  Administration: 
Between  Promise  and  Reality 

M.  Sudibjo 


INTRODUCTION 

THE  ADMINISTRATION  of  Presi- 
dent Susilo  Bambang  Yudhoyono 
(SBY)  has_been  running  for  two 
years.  The  current  performance,  elaborated 
by  the  president  himself  as  having  over- 
come 11  problems  inherited  from  the  past/ 
is  worthy  of  respecl,  of  course,  but  the 
fundamental  problems  which  are  directly 
related  to  the  people  are  still  standing, 
not  yet  settled  effectively  by  the  president 
and  his  cabinet  ministers,  namely  imem- 
ployment,  poverty,  and  food  especially  rice. 
The  failure  to  settle  these  problems  has 


1  In  his  position  as  the  Chairman  of  the 
Advisory  Board  of  Democratic  Party,  President 
Susilo  Bambang  Ydhoyono  told  the  legislative 
members  from  the  Democratic  Party  at  national 
and  regional  levels  (DPR  and  DPRD)  through- 
out Indonesia,  in  Sahid  Hotel,  Jakarta,  4  Mafet 
2007,  that  until  recently  there  have  been  11 
problems  inherited  from  the  past  which  have 
been  settled.  They  are  Aceh  conflict,  Security 
in  Papua,  human  rights  in  East  Timor,  unheal- 
thy state  budget,  military  embargo  by  USA, 
debt  to  IMF,  problem  of  Dipasena  in  Lam- 
pung,  problem  of  oil  contract  in  Blok  Cepu, 
threat  of  arbitrary  on  Cemex  case,  dispute  on 
Karaha  Bodas,  and  PT  Texmaco  case. 


attracted  not  only  intense  criticisms  but 
also  demand  for  cabinet  reshuffle  and  mo- 
vement to  withdraw  the  public's  mandate. 

Aside  from  having  to  settle  the 
fundamental  problems  mentioned  above, 
the  government  also  needs  to  tackle  the 
problem  of  domestic  security,  which  is  a 
necessary  condition  for  pohtical  stability, 
pubHc  trust  to  the  government,  and  trust 
of  the  investors  to  invest  in  Indonesia.  The 
failure  to  do  this  would  further  worsen 
the  political  climate  within  which  the  ad- 
ministration of  President  SBY  is  operating. 

The  debates  over  tlie  Constitution  of 
the  Republic  nowadays  have  even  been 
complicating  tlie  problem.  In  response  to 
the  current  constitution  (the  1945 
Constitution  which  has  already  been 
ameiided  four  times),  there  emerge  3 
groups,  namely  the  status  quo  group,  the 
group  for  the  further  amendment,  and  the 
group  in  favor  of  going  back  to  the 
original  1945  Constitution.  But  in  the 
midst  of  the  debates,  there  is  a  question: 
Is  the  People's  Consultative  Assembly 
(MPR)  or  the  reform  group  ready  to 
manage  a   further  amendment?  The 
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configuration  of  political  interests  and  the 
whole  political  situation  matter  so  much. 

TWO  YEARS  OF  DISASTER  AND 
CALAMITY 

The  disaster  and  calamity  have 
dominated  the  picture  of  the  country 
during  three  months  before  entering  the 
year  2007.  The  Kompas  daily  then 
illustrates  the  beginning  of  the  year  as 
"An  Unhappy  Beginning"^  for  the  coimtry 
and  soine  intellectuals  describe  the  living 
in  this  coimtry  as  "A  Life  in  a  Disastrous 
Country".^  The  floods  that  pound  a 
niomber  of  areas  including  the  capital  city 
of  the  country,  drought  in  Central  Java, 
landslide,  earthquake,  whirlwind,  and 
transportation  accidents  in  the  land,  sea 
and  air  -all  these  were  continuous.* 

In  most  cases,  one  of  the  root  causes 
of  the  current  major  problems  is  conse- 
cutive natural  disasters  from  which  hu- 
man-beings can  hardly  escape.  What  men 
and  women  can  do  is  trying  to  minimize 
the  number  of  victims  and  casualties. 
However,  that  the  disasters  could  take 
place  is  mostly  attributed  to  human 
problem  (human  error)  although  the 


2  Budiman  Tanuredjo,  "An  Unhappy 
Beginning,"  Kompas,  11  January  2007. 

3  Aloys  Budi  Purnomo,  "A  Life  in  a 
Disastrous  Country,"  Kompas,  9  March  2007. 

''Aktualita,  Business  News,  26  January  2007, 
says  that  the  beginning  two  years  and  three 
months  of  the  era  of  the  administration  of 
Susilo  Bambang  Yudhoyono  in  general  are  to 
be  memorized  as  a  "bloody"  era  due  to  tlie 
frequent  natural  disaster  in  Indonesia.  Such  is 
part  of  the  mystical  and  supra-natural  expla- 
nations on  the  phenomenon.  But  it  is  sur- 


nature  itself  contributed  to  those  disasters. 
As  one  can  learn  from  the  news  in  the 
media,  a  number  of  agencies  for  meteo- 
rology and  geophysics  (BMG)  have  pu- 
blished their  prediction  on  the  bad 
weather  which  could  cause  disaster,  such 
as  flood  and  high  wave  of  the  sea.  The 
question  is:  Had  the  government  taken 
adequate  measures  to  spread  the  early 
warnings  provided  by  the  BMG?  If  yes, 
was  there  sufficient  condition  to  make  the 
general  public,  public  servants  and  public 
tiansportation  businessmen  tiust  the  early 
warnings?  Among  the  conditions  for 
anticipating  any  possible  disaster  must  be 
the  leadership  that  prepares  people  for  the 
worst,  but  as  we  observe,  there  are  offi- 
cials in  the  administiation  trying  to  mis- 
lead people  by  saying  "the  disasters 
poimding  the  country  are  of  the  God's  will." 

The  goveniment  is  the  party  with  a 
mandatory  responsibility  to  provide 
maximum  safety  insurance  for  its  people. 
To  this  end,  it  is  possible  that  the  failure 
of  the  government  to  control  and  super\dse 
the  tiansportation  equipments,  which  are 
no  longer  feasible  to  operate,  is  the  cri- 
tical factor  behind  the  accidents  in  public 
transportation  for  the  last  three  months.^ 


prising  that  nature  is  so  "angry"  during  the 
administration  era  of  Susilo  Bambang 
Yudhoyono.  The  religious  people  say,  "It  is  a 
test  of  our  patience  and  self  introspection". 

5  Such  as  the  crash  of  train  in  Central  and 
East  Java,  triggering  the  term  "4  -  I"  to 
explain  the  possibility  that  there  is  only  one 
coach  from  among  four  coaches  which  has 
brake;  likewise,  the  age  of  the  airplane  has 
been  more  than  20  years  old  such  that  its 
feasibility  and  reliability  to  ensure  a  safe  flight 
are  questionable. 
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Our  experience  so  far  shows  that, 
every  natural  disaster  tends  to  cause  quite 
a  big  number  of  victims.  In  this  situation, 
it  is  sad  to  see  that  the  government's 
capability  to  help  them,  is  too  limited.  The 
government  often  faces  a  condition  of 
limited  equipments  to  help  the  victims 
and  low  attention  of  the  officials  to  take 
appropriate  measures  promptly  to  help 
ease  the  suffering  victims.  The  govern- 
ment needs  to  take  reform  measures  and 
to  settle  all  aspects  of  the  disaster 
handling  management.^ 

Prayer  and  worships  are  not  wrong, 
indeed,  because  they  are  part  of  the  effort 
to  maintain  endurance  in  facing  disaster. 
But  to  pray  and  to  worship  are  not 
sufficient.  It  is  necessary  to  imderline  tlie 
critique,  which  also  at  the  same  time 
functions  to  articulate  hope  and  sug- 


gestion, that  in  the  midst  of  the  frequent 
disasters,  it  is  proper  for  us,  especially  the 
officials  with  so  many  state  facilities,  to 
do  self  introspection.  The  prayer  alone 
cannot  solve  the  so  many  problems  facing 
the  country;  it  should  be  accompanied 
with  hard  work  to  reform  ourselves.^ 

CRITIQUES  VS  CRITIQUES 

So  far  the  administration  of  President 
SBY  has  reaped  a  large  number  of 
criticisms.  They  are  mostly  based  on  the 
assessment  that  the  government  has  failed 
to  deliver  their  promises  as  articulated  in 
the  2004  presidential  election  campaign. 
In  the  former  President  Megawati 
Sukarnoputri's  view.  President  SBY  just 
keeps  "spreading  out  his  charm"  {tebar 
pesona);  what  is  needed  is  for  the 


^  In  addition  to  the  problem  of  disaster 
management,  Mochtar  Buchori  observes  the 
growing  weakness  in  social  solidarity  and 
nationhood;  and  therefore  suggests  that  the 
miserable  situation  "must  encourage  us  to  be 
more  concerned  to  other  people,  the  nation, 
and  the  state.  As  a  nation  we  must  be  more 
consolidated,  unified,  mutually  caring,  and 
continuously  establish  a  national  solidarity 
based  on  fair  and  ethical  humanity,  and  not 
fragmented."  See  Mochtar  Buchori,  "Calling  for 
a  Sense  of  Indonesia",  Kompas,  10  March  2007. 

The  president,  vice  president,  and  almost 
all  the  ministers  within  the  Indonesia  United 
Cabinet  attended  the  national  prayer  after 
Friday  prayer  at  Istiqial  Mosque,  9  March  2007. 
Considering  that  the  national  prayer  is  very 
important,  the  Coordinating  Minister  for 
People's  Welfare  Aburizal  Bakrie,  cancelled  his 
travel  on  that  day  to  Manggarai,  Flores,  East 
Nusa  Tenggara  (NTT),  to  visit  the  victims  of 
floods  and  landslide.  The  national  prayer  was 


also  attended  by  many  high  officials  within 
the  Indonesian  military,  governor  and  vice 
governor  of  Aceh,  and  a  group  of  judicative 
delegation  from  Iran.  Two  scholars,  namely 
Nazaruddin  Umar  and  KH  A  Mustofa  Bisri, 
were  invited  for  the  prayer.  KH  A  Mustofa 
Bisri  said,  self  introspection  is  needed  for  all. 
Just  look  at  the  mistakes.  Many  of  us 
(officials),  he  said,  have  been  the  source  of 
many  disasters  and  calamities  wliile  we  are 
thinking  that  we  have  been  doing  nothing 
wrong.  We  tend  to  see  the  fault  of  otliers  and 
not  of  ourselves.  So  far,  though  the  disasters 
and  calamities  have  reminded  us  quite 
frequently,  we  still  do  not  change  our  attitude. 
While  Nazaruddin  Umar  asked  the  officials  to 
show  good  conduct  and  spiritual  achievement 
to  the  public.  Doing  so  can  prevent  the 
occurrence  of  disasters  and  trials.  See  Kompas, 
10  March  2007. 

8  Editorial  column  of  Kompas  daily,  10 
March  2007. 
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president  to  "spread  his  work  aroxind".^ 
Likewise,  Vice  President  Jusuf  Kalla  on 
the  National  Consolidation  Meeting  of  the 
Democratic  Party  in  Jakarta,  March  2006, 
sent  an  ironic  sign:  "...if  the  president  as 
the  incumbent  is  rurming  again  for  office 
in  2009,  then  he  cannot  use  the  language 
such  as  'I  will  do  this  or  that',  but  con- 
versely the  president  has  to  say,  'I  have 
already  done  these',  which  is  to  have 
implemented  the  campaign  promises 
articulated  in  the  last  election  campaign."^" 

Responding  to  such  a  provoking  com- 
ment, the  president  attempted  to  defend 
either  directly  or  indirectly  through  the 
cabinet  ministers,  or  spokesman  of  the 
president  or  the  special  staff  of  the  pre- 
sident, using  the  tone  of  negating  the 
accusation.  According  to  the  president,  he 
has  already  gone  around  the  regions  to 
see  the  real  condition  of  people.  But  some 
took  it  as  his  attempts  to  attract  people's 
sympathy.  Yet,  the  president  did  not  buy 
such  opinion.  Instead,  he  considered  it  as 
the  art  of  politics  and  a  positive  iaput." 


Judging  from  the  content  of  his  2006  year- 
end  speech,  delivered  at  the  end  of 
January  2007,  President  SBY  wanted  to 
show  that  he  had  already  done  many 
things  to  settle  the  complicated  problems 
facing  the  cotmtry.^^ 

In  those  responses.  President  SBY  said 
that  he  has  succeeded  in  overcoming  11 
problems  inherited  from  the  past,  namely 
Aceh  conflict,  security  in  Papua,  human 
rights  in  East  Timor,  unhealthy  state 
budget,  military  embargo  by  USA,  debt 
to  IMF,  problem  of  Dipasena  in  Lampung, 
problem  of  oil  contract  ia  Blok  Cepu, 
threat  of  arbitrary  on  Cemex  case,  dispute 
on  Karaha  Bodas,  and  PT  Texmaco."  But, 
this  explanation  is  not  weU  connected  with 
the  urgent  needs  of  the  people.  For  low- 
class  people,  the  settlement  of  those  11 
problems  cannot  compensate  the  in- 
creasing price  of  rice,  which  reaches  a 
highest  level  along  the  history  of  the 
Republic  of  Indonesia.  The  rise  in  the 
price  of  rice  even  reaches  a  point  of  500% 
or  Rp  6,000.00  per  kg.^* 


^  The  critique  of  the  former  President 
Megawati  to  the  administration  of  President 
Susilo  Bambang  Yudhoyono  was  articulated  at 
the  National  Work  Meeting  of  the  Indonesian 
Democratic  Party  of  Struggle  (Rakernas  PDIP) 
in  Bali,  early  January  2007.  On  the  mean  tune, 
Aktualita,  Business  News,  22  January  2007,  says 
that  in  the  midst  of  the  messy  condition  of  tlie 
nation,  there  is  a  clear  behavior  of  the  govern- 
ment to  be  called  3  TPs:  Tebang  Pilih  (Discrimi- 
native Legal  Action),  Tebar  Pesona  (Spreading 
out  the  charm),  and  Tega  Pisan  (Too  Heartless). 

1°  Kompas,  4  March  2007;  Swnra  Peiiibnniaii, 
5  March  2007 

"  It  is  clear,  among  others,  from  the  ex- 
planation of  the  Special  Staff  of  the  President, 
Sardan  Marbun,  and  the  Spokesperson  of  the 
President  Andi  Mallarangeng.  The  president 
asks  the  former  President  Megawati,  criticizing 


the  president  as  spreading  tlie  smell  around, 
and  a  number  of  former  officials  going  to  stage 
the  demonstration  to  demand  for  the  revo- 
cation of  the  mandate  and  to  establish  an 
Assembly  of  the  Generals,  need  to  do  self 
introspection:'  Megawati  and  the  former 
officials  should  be  act  in  more  effective  ways 
by  going  directly  to  the  field,  in  the  society. 
Please  have  a  clear  mind  to  see  the  problem. 
If  the  president  and  his  assistants  do  not  work 
hard  and  systematically,  the  state  could  have 
been  collapsed.  Kompas,  12  January  2007. 

12  Read  Editorial  Column  of  Media 
Indonesia,  16  January  2007:  Critique  Responding 
Critique;  Editorial  Column  of  Republikn,  18 
January  2007:  Critique  Vs  Critique. 

13  Koran  Tempo,  5  March  2007 
Salahuddin  Wahid,  Fokus,  Suara  Kanja, 

8  March  2007. 
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The  indecisive  attitude  of  the  president 
in  making  decision,  which  is  his  infirmity 
in  taking  action  against  his  cabinet 
ministers  or  the  bureaucrats  unable  to 
carry  out  the  vision  and  mission  of  the 
Indonesia  United  Cabinet,  is  the  primary 
factor  behind  the  critique.  In  addition,  the 
low  responsiveness,  lack  of  concern,  and 
absence  of  sense  of  crisis  are  the  attitudes 
of  president  and  his  assistants  in  executive 
line,  btireaucracy  and  legislative  line  that 
contribute  to  the  low  trust  of  the  people 
to  this  government. 

The  last  survey  (  March  2007)  con- 
ducted by  the  Indonesia  Survey  Institute 
(LSI)  shows  that  the  public  satisfaction  to 
president  and  vice  president  touches  a 
psychological  point  of  50%,  as  there  are 
less  than  50%  of  the  national  voters 
satisfied  with  the  work  of  the  president. 
This  is  the  lowest  level  of  public  satis- 
faction to  President  SBY  since  two  years 
ago  when  he  was  installed  as  a  president. 
Compared  to  the  result  of  the  survey  two 
years  ago  (November  2004),  the  satis- 
faction to  SBY  decreases  about  30%,  and 


15  The  low  quality  of  f  the  bureaucrats' 
mentality  in  this  country  is  worthy  of  concern. 
The  finding  of  the  analysis  of  the  document 
by  the  National  Development  Plairihuig  Board 
(Bappenas)  and  Awakening  Indonesia  Team  on 
the  master  list  of  project  implementation 
(DIPA)  during  2004-2006  suggests  that  there 
is  a  significant  markup  of  about  200%-300% 
in  the  procurement  process  of  goods  and  ser- 
vices in  the  departments  and  non-departmental 
agencies.  The  value  of  the  markup  reaches  a 
point  of  Rp  120  trillion  for  the  spending  of 
goods  and  capitals  in  the  state  budget,  with  the 
possible  loss  to  the  state  as  much  as  Rp  70 
up  to  80  trillion.  Read  Ilman,  "Markup  of  the 
Budget  and  the  Bad  Practice  of  the  Tender," 


compared  to  the  December  2006  survey, 
the  public  satisfaction  decreases  about 
17%}' 

From  the  steps  he  has  taken,  one  can 
observe  also  that  the  president  tends  to 
"please"  the  problematic  or  conflicting 
parties.  A  number  of  problems  must  have 
been  settled  but  left  floating.  The  case  of 
Lapindo  Brantas  is  a  good  example.  For 
whatever  the  reason,  it  is  difficult  to 
understand  that  the  government  is  the 
party  to  be  responsible  for  the  case,  and 
not  the  company  exploiting  the  area.  And 
now  the  president  has  to  settle  the  dispute 
between  the  Secretary  of  the  State  Yusril 
Ihza  Mahendra  and  the  Chairman  of 
Corruption  Eradication  Commission  (KFK) 
Taufiequrrahman  Ruki,  related  to  the 
procurement  of  automatic  fingerprint 
instrument  in  the  Department  of  Justice 
and  Human  Rights  as  well  as  the  project 
of  direct  appointment  in  procurement  of 
cellular  tapping  instrument  or  lawful 
interception  device  by  KPK.  Is  the  presi- 
dent brave  enough  to  take  a  firm  and 
clear  action? 


Siiara  Kanja,  9  March  2007.  On  the  meantime, 
the  State  Minister  for  the  Administrative 
Reform  Taufiq  Effendi  says  that  55%  of  the 
total  civil  servants  (currently  amounting  to  3.9 
million)  can  be  categorized  unqualified. 
Business  News,  15  January  2007.  Facing  such 
condition,  the  future  of  this  nation  is  quite 
gloomy,  especially  when  observing  that  the 
bureaucrats  are  easy  to  be  bribed.  For  the 
comprehensive  comments,  see  Rhenald  Kasali, 
"Bureaucracy,  Reform,  or  Recode,"  Kompns,  7 
March  2007. 

LSI,  "Decreasing  Popularity  of  SBY-Kalla, 
Touching  the  Psychological  Point,"  in 
www.lsi.or.id.  27  March  2007. 
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With  the  reason  to  maintaiii  stability, 
the  president  seems  to  prefer  the  policy 
of  pleasing  all  the  parties  to  the  action  of 
settling  a  problem  comprehensively.  It  is 
proven  by  the  fact  that  the  dispute  bet- 
ween the  Secretary  of  the  State  and  the 
Chairman  of  KPK  is  considered  over 
when  they  met  on  a  limited  cabinet 
meeting.  The  President  explained,  "Direct 
appointment  by  Yusril  and  Ruki  is  right 
by  law.  I  have  already  settled  the 
problem.  There  is  no  need  to  dispute  one 
another."  The  same  is  also  true  in  the 
settlement  of  the  problem  related  to  the 
issuance  of  Government  Regulation 
Number  37/2006  regarding  Protocol  and 
Financial  Position  of  the  Leadership  and 
Members  of  the  Regional  People's  Re- 
presentatives Assembly  (DPRD).  The 
president  explained  that  the  revision  of 
Government  Regulation  Number  37/2006 
carried  out  by  the  government  is  aimed 
at  pleasing  all  the  parties. Win-win 
solution  like  this  is  elegant  at  a  glance. 
But,  looking  at  it  from  the  spirit  to  fight 
corruption,  collusion,  and  nepotism 
(KKN),  this  solution  is  not  elegant  and 
contra-productive.  The  way  the  president 
settled  the  problems  strengthens  the 
perception  that  the  president  is  not  brave 
to  clean  up  the  circle  of  the  Palace  from 
the  practice  of  corruption.  Meanwhile,  we 
still  remember  his  statement  some  times 
ago,  "the  elimination  of  corruption  will 
begin  from  circle  of  the  palace." 


17  See  the  speech  of  President  Susilo 
Bambang  Yudhoyono  at  the  National  Con- 
solidation Meeting  of  the  legislative  members 
from  the  Democratic  Party  throughout 
Indonesia  in  Jakarta,  4  March  2007.  Kotnpas,  6 
March  2007. 


It  is  clear  that  the  created  situation  is 
not  conducive  for  the  running  of  the 
reform  programs.  After  nine  years  of  its 
operation,  the  reform,  while  providing  a 
wide  room  for  the  democratic  processes, 
is  still  unable  to  produce  a  statesman  with 
courage  to  pursue  a  public  interest  above 
the  interest  of  any  individuals  or  groups. 
It  is  sad  that  under  this  situation,  we 
cannot  rely  also  on  the  DPR  and  DPRD 
as  they  also  badly  perform.  They  are 
struggling  more  for  themselves  than  for 
the  interest  of  the  people.  With  the 
dismantling  of  several  corruption  cases, 
high  cost  in  preparation  of  laws,  overseas 
travelling  with  the  reason  of  doing 
comparative  study,  and  the  case  of 
Government  Regulation  Number  37/2006, 
one  can  say  that  there  is  a  strong 
tendency  of  the  legislative  members  to 
enrich  themselves.  They  are  not  struggling 
for  the  interest  of  the  people  as 
campaigned.  The  finding  of  the  sur\'^ey 
conducted  by  the  Indonesia  International 
Transparency  even  shows  that  by 
perception  the  DPR  is  one  of  the  most 
corrupt  institutions.^^ 

DEMAND  FOR  CABINET  RESHUFFLE 
AND  REVOCATION  OF  MANDATE 

Dissatisfaction  over  the  performance  of 
the  government  presently  and  the 
improper  response  to  the  critique  have 
triggered  a  demand  for  the  reshuffle  of 


18  See  the  explanation  of  the  Chairman  of 
the  Executive  Board  of  the  hidonesia 
International  Transparency  Todung  Mulya 
Lubis  ill  Sinar  Harapmt  daily,  5  January  2007. 
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the  cabinet  ministers.  The  President  of  the 
Central  Executive  Board  of  the  National 
Awakening  Party  Muhaimin  Iskandar  is 
of  the  opinion  that  some  members  of  the 
Indonesia  United  Cabinet  need  to  be 
replaced  if  the  president  wants  to  improve 
its  performance.  There  are  three  reasons: 

(1)  the  cabinet  ministers  now  do  not  have 
a  sense  of  crisis  and  sense  of  emergency; 

(2)  the  professionalism  of  the  cabinet 
ministers  is  low;  and  (3)  the  inter- 
departmental coordination  is  also  low." 

The  problem  is  whether  or  not  the 
president  will  immediately  reshuffle  the 
cabinet  ministers.  According  to  the 
presidential  system  of  the  government,  the 
reshuffle  is  the  prerogative  right  of  the 
president.  But  imtxTnow  the  president  has 
not  yet  reshuffled  the  cabinet.  It  is  pos- 
sible that  the  president  is  in  the  dilemma 
between  the  need  to  establish  a  qualified 
and  solid  cabinet  and  the  need  to  maintain 
support  from  political  parties  in  the 
legislative  body  (DPR-RI).  But  what  is 
clear  now  is  that  there  is  no  enough  time 
for  the  president  to  carry  out  the  reshuffle. 
If  the  president  wants  to  reshuffle  the 
cabinet  minister,  he  has  to  do  it  in  2007. 

The  year  2008  will  see  a  new  political 
environment,  within  which  the  attention 
is  directed  toward  practical  political 


1^  See  the  explanation  of  the  President  of 
Central  Executive  Board  of  National 
Awakening  Party  (DPP  PKB)  Muhaimin 
Iskandar  after  opening  of  the  National  Political 
Academy  in  Jakarta,  11  March  2007.  For  him, 
the  members  of  the  Indonesia  United  Cabinet 
who  need  to  be  replaced  include  the  Minister 
of  Transportation  Hatta  Rajasa,  the  Minister 
of  Social  Affairs  Bachtiar  Chamsyah  (because 


matters  in  anticipation  of  the  2009  general 
election.  So,  the  year  2007  is  just  the  right 
time  to  take  some  decisive  actions.  There 
is  no  benefit  of  maintaining  the  current 
portfolio  as  they  have  been  clearly  contri- 
buting to  low  performance  and  moderate 
image  of  the  current  administration.  But, 
to  say  it  fairly,  equally  possible  is  that 
the  replacement  of  the  current  cabinet 
ministers  with  more  qualified  ones  does 
not  guarantee  a  significant  improvement 
of  the  performance  of  the  administration. 
With  those  possibilities  at'  hand,  it  is  the 
precise  and  fast  decision  of  SBY  that  can 
define  what  is  going  to  be  either  good  or 
bad  on  the  days  to  come  under  his 
administration. 

Along  with  demand  for  reshuffle,  the 
political  elites  also  demand  for  the  re- 
vocation of  the  mandate,  articulated  firstly 
in  a  demonstration  under  the  title, 
"People's  Parade  for  Revocation  of  the 
Mandate,"  in  conformity  with  the  com- 
memoration of  the  historical  event  of  15 
January  1974.^°  Although  the  demon- 
stration was  not  attracting  attention  of  the 
people,  because  they  were  more  focused 
on  the  issue  of  unemployment,  poverty, 
and  high  price  of  rice,  the  president  and 
his  assistants  responded  overtly  to  tlie 
demonstration.  Aside  from  accusing  tlie 


the  Department  of  Social  Affairs  is  not  capable 
of  handling  disaster  matters),  and  tlie  Minister 
for  Acceleration  of  Underdeveloped  Regions 
Saifullah  Yusuf  (because  he  is  more  busy  with 
playing  politics  than  performing  his  job  as  a 
minister).  Being  a  minister  requires  a  com- 
mitment to  perform  a  "state"  politics.  That  is 
the  very  contract.  Republika,  12  March  2007. 
20  Bisnis  Indonesia,  13  January  2007 
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movement  to  revoke  the  mandate  as 
contrary  to  the  1945  Constitution  or 
unconstitutional,  the  President  tl-u-ough  the 
Coordinating  Minister  for  Politics,  Law 
and  Security  Widodo  AS  and  the  Head 
of  the  State  Intelligence  Committee  Sjamsir 
Siregar  managed  a  meeting  with  the 
retired  military  men  such  as  Former  Vice 
President  Try  Sutrisno,  Former  Army 
Chief  of  Staff  (KSAD)  Wismoyo 
Arismunandar,  Former  Minister  of  Internal 
Affairs  Surjadi  Soedirja,  and  (Retired) 
Lieutenant  General  Kharis  Siahud  to  clarify 
such  matter.  On  that  meeting,  Sjamsir 
Siregar  asked  Tyasno  Sudarto  about  the 
establishment  of  the  Council  of  the 
General  led  by  the  former  chief  of  staff 
of  the  Indonesian  Army  with  the  aim  of 
overthrowing  the  government.  If  true,  the 
poUce  would  arrest  him.  Tyasno  Sudarto 
disputed  this  accusation,  explaining  that 
the  former  Generals  do  not  oppose  the 
reformation  but  want  to  lead  it  to  the 
right  direction.  In  the  meantime,  to 
Hariman  Siregar  as  coordinator  of  demon- 
stration, the  government  was  planning  to 
ask  for  his  responsibility  if  there  is  any 
disturbance  or  criminal  action  in  the 
demonstration. 

On  the  contrary.  Vice  President  is  in 
the  opinion  that  the  movement  is  not  a 
disturbance.  It  is  only  a  small  djmamics 
within  the  democracy.^'  Related  to  the 
matter.  Vice  President  Yusuf  Kalla  and  the 
spokesman    of    the    president  Andi 


21  See,  the  explanation  of  Vice  President 
Jusuf  Kalla  after  leading  the  coordination 
meeting  in  the  Department  of  Energy  and 
Mineral  Resources,  15  January  2007.  Suarn 
Pembarmn,  16  January  2007. 


Malarangeng  remind  people  not  to  force 
a  desire,  and  if  there  is  any  body  willing 
to  revoke  the  mandate,  just  wait  until 
2009.  Hariman  Siregar  replies  it  by  saying 
that  they  will  not  revoke  the  mandate  but 
wish  for  the  president  to  resign 
voluntarily. 

There  are  pros  and  cons  about  the 
revocation  of  the  mandate.  Under  the 
presidential  system  of  the  government,  the 
president  has  a  fixed  term  in  office.  Unless 
the  president  himself  resigns  or  there  is  a 
dramatic  political  disturbance,  the 
president  has  the  mandate  to  lead  the 
administration  until  the  end  of  his  term 
of  office.  Therefore,  regardless  of  the 
seriousness  of  the  demand  to  "revoke  the 
mandate,"  it  is  the  obligation  of  the  pre- 
sident to  improve  the  performance  of  his 
administration  dming  his  term  of  office. 
Only  by  providing  real  achievement  to 
increase  the  welfare  of  the  people,  then 
the  demand  and  or  critique  will  decrease. 
The  very  answer  lies  in  the  endurance  and 
seriousness  of  the  President  SBY,  Vice 
President  Jusuf  Kalla  and  the  members  of 
the  Indonesia  United  Cabinet  to  effectively 
make  use  of  the  time  to  manage  the 
administration  in  such  a  way  to  improve 
the  economic  condition  of  the  nation. 

INTERNAL  SECURITY  ISSUES 

On  22  January  2007,  the  police  and 
Anti-terror  Unit  tried  to  arrest  several 
members  of  the  community  included  in 
the  list  of  wanted  people  (DPO)  in  the 
village  of  Gebang  Rejo,  Poso,  Central 
Sulawesi.  But  the  shooting  between  the 
security  groups  and  the  people  under 
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search  was  unavoidable,  leading  to  the 
death  of  13  civilian  people  and  one  police 
officer. 

This  incident  left  some  notes.  First,  the 
long-lasting  conflict  in  Poso  brings  about 
the  anxiety  over  the  seriousness  and 
capability  of  the  government  to  settle  the 
issue  completely  and  comprehensively. 
There  is  suspicion  that  the  issue  of  Poso 
is  left  unsettled  because  there  is,  indeed, 
no  seriousness  from  the  part  of  the 
government  to  settle  the  issue  completely 
and  comprehensively. 

Second,  the  civil  war  in  Poso  also 
triggers  a  question  regarding  where  the 
people  got  the  firearms.  Is  there  any 
smuggling  of  gunsT  or  domestic  black 
market  of  guns  or  interference  from 
certain  party?  The  three  possibilities  can 
happen,  although  their  validity  needs  a 
more  thorough  research.  Related  to  such 
various  possibilities,  the  security  apparatus 
especially  in  Sulawesi  has  to  work  more 
seriously.  However,  the  suspicion  that  the 
security  apparatus  "participates  in  the 
game"  in  Poso  is  unavoidable,  until 
people  are  convinced  that  they  are  trying 
seriously  and  effectively  to  stop  the  armed 
social  conflict.  Included  in  such  efforts  is 
to  prohibit  the  infiltrators  from  entering 
Poso,  which  is  a  factor  in  the  complication 
of  the  problem. 

Third,  the  issue  of  Poso  indicates  as 
well  a  new  issue  of  human  right  violation. 
According  to  one  of  the  DPR  members 
when  observing  Poso,  there  is  a  strong 
indication  of  human  right  violation.  But 
the  Office  of  the  Coordinating  Minister  of 
Politics,  Law  and   Security  and  the 


Indonesian  Police  (POLRI)  disagree  with 
this  statement.  The  Indonesian  Police  said, 
the  process  has  been  going  in  line  with 
the  procedure,  and  is  based  on  the  request 
from  part  of  the  members  of  Gebang  Rejo 
residents  to  expel  the  armed  group  and 
the  people  under  search  (DPO). 

Fourth,  we  have  to  underline  the 
explanation  of  Vice  President  Jusuf  Kalla 
when  meeting  the  leaders  of  mass 
organizations  and  Islamic  political  parties 
in  Jakarta,  27  January  2007.^^  Vice  Presi- 
dent explained  that  since  the  beginning 


22  In  Jakarta,  27  January  2007,  Vice  Presi- 
dent Jusuf  Kalla  organizes  a  meeting  with  the 
figures  from  Islamic  mass  organizations  and 
political  parties.  Those  attending  the  meeting 
include,  among  others,  the  Coordinating  Mi- 
nister for  Politics,  Law,  and  Security  Widodo 
AS;  Commander  of  the  Indonesian  rnilitary  Air 
Marshall  Djoko  Suyanto;  Minister  of  Internal 
Affairs  M  Ma'ruf;  Speaker  of  MPR  Hidayat 
Nur  Wahid;  and  former  Chairman  of  Central 
Executive  Board  of  Muhammadiyah  Syafii 
Maarif  (they  were  sitting  around  one  table); 
Minister  of  Law  and  Himian  Rights  Hamid 
Awaluddin;  and  the  figure  mediating  Indo- 
nesia and  Aceh  Freedom  Movement  (GAM) 
Farid  W  Husein,  sitting  around  one  table  with 
former  Commander  of  Laskar  Jihad  Ahlus 
Sunnah  Wal  Jammah,  Jafar  Umar  ThaUb,  and 
former  Cliief  of  Operating  Unit  of  Amar  Maruf 
Nahi  Mtmgkar  Ambon  Moch  Attamimi;  and  a 
number  of  figures  from  Islamic  mass  orga- 
nizations such  as  Chairman  of  the  Central 
Board  of  NU  Rozi  Munir;  Chairman  of  MUI 
KH  Amidan;  Secretary  General  of  MUI  Ichwan 
Syam;  Chairman  of  Indonesian  Islamic 
Preaching  Assembly  (DDII)  Husein  Umar; 
Rector  of  the  State  Islamic  University  Syarif 
Hidayatulah  Jakarta  Komaruddin  Hidayat; 
leader  of  modern  Islamic  boarding  school 
Gontor  Syukri  Zarkasi;  a  number  of  figures 
from  Islamic  political  parties  such  as  President 
of  Moon  Star  Party  (PBB)  who  is  also  the  Mi- 
nister of  Forestry,  MS  Kaban;  Deputy  Secretary 
General  of  United  Development  Party  (PPP) 
Endhi  AJ  Soefilnara;  President  of  Justice  and 
Welfare  Parly  (PKS)  Tifatul  Sembiring;  Deputy 
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the  issue  of  Poso  is  not  inter-religious  in 
nature,  but  an  issue  of  power  struggle. 
The  actor  of  violence  and  terror  in  Poso 
is  a  small  group,  and  they  do  not  repre- 
sent the  Islamic  community.  Besides,  the 
government  keeps  trying  to  act  fairly, 
impartially,  and  putting  priority  on  per- 
suasive approach,  including  appeal  to  the 
29  wanted  people  in  Poso  and  Palu  cases 
to  surrender. 

Such  notes  suggest  that  without  clear 
evidence  provided  by  the  government  and 
the  security  apparatus  to  settle  the  issue 
of  Poso,  it  is  difficult  to  avoid  the  public 
suspicion  that  there  are  big  interests  invol- 
ved in  the  case.  The  problem  does  not  lie 
in  the  aspect  ot  capability  but  the  serious- 
ness of  the  government  to  settle  the  issue. 

CONSTITUTIONAL  REFORM  AND 
REVISION  OF  POLITICAL  LAWS 

The  public  debate  on  the  constitutional 
reform  is  again  getting  intense.  There  are, 
at  least,  three  groups  of  opinions.  The  first 
group  is  the  group  with  status  quo 
orientation.  They  do  not  want  to  change 
the  amended  1945  Constitution.  This 
group  is  in  the  opinion  that  there  are 
other  problems  more  urgent  than  amend- 
ing the  1945  Constitution.  Moreover,  not 
all  the  provisions  of  the  amended  1945 
Constitution  have  been  well  implemented. 
As  thorough  scrutiny  is  needed  for 
dealing  with  individual  articles,  the 


Secretary  General  of  National  Awakening  Party 
(PAN)  Yasin  Kara;  and  General  Commissioner 
Makbul  Padmanegara  representing  the  Chief 
of  the  Indonesian  police  being  in  the  USA  at 
that  time. 


amendment  needs  a  lengthy  timeframe 
and  proper  time. 

The  second  group  is  the  group  favoring 
the  amendment  to  the  1945  Constitution. 
This  group  actually  has  long  proposed  the 
perfection  of  the  amended  1945  Consti- 
tution. Their  reason  is,  despite  of  having 
been  amended,  the  current  prevailing 
constitution  is  still  bearing  some  weak- 
nesses regarding  its  substance,  its  awk- 
ward editorial  style,  and  its  procedures. 

The  membership  of  this  second  group 
is  increasing  as  the  Regional  Repre- 
sentatives Assembly  (DPD)  joins  the  choir, 
demanding  that  their  authorities  be 
improved  from  simply  providing  consi- 
derations in  law  making  process  to  a  total 
participation  in  the  process.  If  there  is  no 
improvement  of  the  authorities  of  the 
DPD,  it  is  better  to  think  that  the  par- 
liament should  be  unicameral  instead  of 
bicameral  with  no  balance  of  authorities. 
Moreover,  the  DPD  itself  also  demands 
for  an  extended  role  compared  to  the 
existing  one  as  its  members  are  directly 
elected  by  people.  They  expect  for  a  full 
participation  in  the  preparation  of  Law 
and  for  that,  they  demand  for  the  further 
amendment  of  Article  22  D  of  the 
amended  1945  Constitution. 

The  third  group  is  supported  by 
former  senior  generals,  proposing  a  going- 
back  to  the  original  1945  Constitution  (as 
ratified  by  the  Committee  for  the  Prepa- 
ration of  Iiidonesia  Independence  on  18 
August  1945).  Their  reason  is,  the 
amended  1945  ConstituHon  is  illegal,  le- 
gally invalid,  as  tliey  are  not  documented 
in  the  state  gazettes.  As  a  consequence, 
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the  implementation  of  the  amended  1945 
Constitution  is  leading  to  a  complication 
in  the  legal  system  of  the  Republic  of 
Indonesia.  Therefore,  the  Constitution  of 
the  Republic  of  Indonesia  must  imme- 
diately be  returned  to  the  original  1945 
Constitution.  The  naming  of  the  amended 
constitutions  as  the  1945  Constitution 
(UUD  1945),  which  is  just  the  same  as 
the  original  1945  Constitution,  is  confusing 
for  the  people.  Indonesia  as  a  nation  must 
go  back  to  its  nature  and  be  consistent  to 
the  ideas  of  the  independence,  the  1945 
Constitution,  Pancasila  (the  Five  Prin- 
ciples), and  Unity  in  Diversity  (Bhinneka 
Tunggal  Ika). 

Related  to  the  character  of  the  nation, 
although  politieST  modernization  is  a 
requirement  to  create  a  more  substantial 
democratic  system,  it  should  not  be  inter- 
preted as  the  w^esteniization  of  political 
system,  because  the  value  system  of  one 
nation  is  different  from  that  of  other 
nations.  The  secularization  of  politics  is 
an  unavoidable  thing,  but  in  Indonesia  the 
process  should  be  adjusted  to  the  cultural 
system  of  the  nation.^ 

To  respond  to  the  debate  about 
constitutional  reform  especially  on  the 
standpoint  to  return  to  the  original  1945 
Constitution,  President  SBY  explains  that 
there  is  no  group  having  the  right  to 
declare  a  state  of  emergency,  moreover 
to  push  for  the  return  to  the  old  state 
system.  Currently,  there  is  certain  group 


23  See  the  explanation  of  the  Senior  Pro- 
fessor at  the  State  Islamic  University  Syarif 
Hidayatullah,  Masykuri  Abdillah,  Kompas,  4 
January  2007. 


with  the  opinion  that  the  reformation  is 
confusing,  and  dramatizing  it  as  if  it  can 
destroy  the  state.  As  a  consequence, 
certain  groups  think  that  we  have  to 
return  to  the  era  before  transition  and 
reformation.  The  opinion  like  that,  of 
course,  is  not  historical  and  logical.  We 
need  to  manage  wrong  opinion  and 
mindset,  such  as  opinion  that  TNI  can  do 
everything  to  save  the  state  from  the 
emergency  situation  because  of  its 
responsibility  to  the  nation.^* 

To  manage  a  fifth  amendment,  there 
is  a  need  to  establish  a  Special  Com- 
mission composed  of  the  administrative 
legal  experts  and  statesmen.  This  com- 
mission should  be  independent,  with  the 
result  directly  accepted  in  full  by  the 
MPR,  without  any  revision.  To  do  such 
job,  the  commission  needs  enough  time, 
for  socialization  and  acquisition  of  inputs 
from  various  groups  withiii  society.  This 
commission  is  different  from  the  Cons- 
titutional Commission  which  had  been 
previously  established. 

Parallel  with  the  debate  on  the  consti- 
tutional reform,  the  preparation  and 
debate  on  the  revision  of  laws  and  re- 
gulations in  the  field  of  politics  are  getting 
intense.  Those  laws  under  scrutiny  include 
four  political  laws,  namely  Law  on 
General  Election,  Law  on  Composition 
and  Position  of  MPR,  DPD,  DPR  and 
DPRD,  Law  on  Political  Party,  and  Law 
on  Direct  Presidential  and  Vice  Pre- 
sidential Election.  There  are  three  main 
issues  related  to  the  revision  of  these 


^'i  Media  Indotiesin,  26  January  2007. 
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political  laws:  election  system,  political 
party  system,  and  electoral  threshold. 

It  is  a  suggestion  that  even  though  tlie 
election  system  is  still  open-proportional, 
there  should  be  no  sequential  number  to 
be  used  as  basis  of  eligibility.  The  candi- 
date securing  the  highest  number  of  votes 
shall  be  elected.  Likewise  is  the  party 
system.  Tlie  simple  party  system  should 
be  applicable.  The  number  of  participating 
political  parties  should  be  no  greater  than 
that  in  the  last  1999  and  2004  general  elec- 
tions. It  is  proposed  by  Golkar  Party  and 
Indonesian  Democratic  Party  of  Struggle 
(PDIP).  On  the  other  side,  the  "small" 
political  parties  and  new  political  parties 
do  not  accept  such  idea,  because  the  idea 
provides  no  room  for  them  to  participate. 

On  electoral  threshold,  the  National 
Mandate  Party  (PAN)  proposes  a  point 
of  between  3%  -  5%,  so  that  the  selection 
process  in  the  limitation  of  the  number  of 
political  parties  is  more  natural.  It  is  an 
ideal  that  the  number  of  political  parties 
is  no  greater  than  20,  and  the  electoral 
threshold  is  one  of  the  most  effective 
instruments  in  the  selection  process.  To 
limit  the  number  of  political  parties  is  not 
managed  with  the  idea  to  kill  the  small 
political  parties,  but  it  is  a  way  to  ensure 
a  sounder  democratic  system  in  this 
coimtry.  It  is  also  a  way  of  controlling 
the  excessive  reform  euphoria.  The  very 
question  is:  What  is  the  ideal  number? 

According  to  the  Chief  of  the  Special 
Committee  on  Draft  Law  regarding 
Election  Organizer,  Syaifullah  Ma'sum,  the 
limitation  of  the  number  of  participating 
political  parties  is  aimed  at  maximizing 
the  implementation  of  the  job  of  the  DPR, 


ensuring  that  the  institution  is  really 
credible.  The  limitation  of  the  number  of 
political  parties  is  not  a  new  issue,  as  it 
happened  under  Soeharto  era.  The  same 
is  also  true  with  the  requirements  for 
establishing  new  political  parties,  they 
need  to  be  stricter.  One  of  the  ways  to 
translate  it  is  for  the  new  political  parties 
to  have  a  deposit  of  Rp  3  billion,  and  to 
show  the  support  of  5,000  people 
evidenced  with  their  signatures. 

On  tlie  meantime,  the  Golkar  Party  is 
willing  to  maintain  the  sequential  niimber 
as  the  factor  in  determining  the  eligible 
candidate  in  the  2009  general  election.  For 
this  party,  this  system  is  more  capable  in 
ensuring  election  of  more  qualified 
candidate.  The  system  with  the  sequential 
number  and  photograph  of  tlie  candidate 
makes  it  possible  for  the  candidates  to  be 
known  by  his/her  voters.  In  addition,  the 
party  suggests  that  the  eligible  candidate 
is  the  candidate  securing  at  least  25%  of 
the  dividend.  In  case  such  selection  point 
is  not  reached,  the  combination  me- 
chanism is  applicable. 

Educational  backgroimd  is  on  the  rise 
as  an  issue  in  the  discussion  on  the 
requirements  for  the  candidate  of  the 
president.  It  is  proposed  that  bachelor 
degree  is  required.  For  the  favoring  party, 
it  is  a  condition  for  a  qualified  leader.  On 
the  contrary,  other  parties  think  that  it  is 
just  a  way  to  close  the  opportunity  for 
certain  candidate,  and  an  obstacle  in  tlie 
reform  and  democratic  processes.  The 
discourse  can  lead  the  couiitiy  to  the  circle 
of  the  problem  of  electing  a  leader  who 
is  not  capable  but  secures  support  due  to 
his/her  position  as  a  subject  of  (perceived) 
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unethical  treatment.  Such  behavior  of 
electing  leader  only  produces  a  kind  of 
leadership  v/ith  no  capability  in  leading 
and  managing  the  interest  of  people. 

CONCLUDING  NOTES 

Critique  is  required  in  a  democratic 
system  as  one  of  the  expressions  of 
concern,  so  that  people  know  the  truth. 
But  if  critique  is  responded  with  critique 
and  again  responded  with  critique,  it 
cannot  contribute  to  solving  the  problem. 
If  the  president  is  trapped  in  a  circle  of 
critiques,  he  can  easily  become  the  target 
of  the  attack  in  the  printed  and  electronic 
media,  and  in  the  reform  era  wtiich  opens 
a  wide  opportunity  to  expressions  of 
opinion,  it  is  very  possible.  The  negative 
impact  of  tfiis  situation  is  the  declining 
trust  to  the  president,  and  the  unfavorable 
condition  for  him  to  nominate  himself 
again  as  a  president  in  year  2009. 

If  the  president  and  his  bureaucratic 
apparatuses  truly  want  to  deliver  his 
campaign  promises,  they  need  to  follow 
up  the  so-called  tebar  pesona  (a  term 
referring  to  the  tendency  of  the  president 
and  his  apparatus  to  establish  an  image 
of  the  president  as  a  good  guy  through 
his  rhetoric  and  his  actions)  with  real 
result  of  his  work  {tebar  karya  nyata).  With 
all  the  consequences,  the  government  must 
struggle  to  meet  the  need  of  the  people 
and  to  leave  the  reform  euphoria,  in  terms 
of  power  and  facility  or  worldly  conve- 
niences in  the  midst  of  people's  suffering. 
They  must  immediately  bridge  their  poli- 
cies and  works  with  what  people  need, 
especially  such  urgent  matters  as  unem- 
ployment, poverty,  and  food  especially 


rice.  Such  effort  to  spread  real  result  to 
the  people  {tebar  karya  nyata),  aside  from 
being  a  manifestation  of  responsibility  to 
the  mandate  given  to  him  and  fulfillment 
of  his  promises,  so  that  the  trust  to  the 
President  can  increase,  is  very  important 
in  completing  and  following  up  the 
national  worship  conducted  in  Jakarta  on 
9  March  2007.  It  is  only  by  doing  so  that 
the  president  may  be  considered  res- 
ponsive to  the  demand  and  real  problem 
of  the  people. 

Change  is  a  certainty,  therefore  the 
amendment  to  the  constitution  to  provide 
a  new  one  which  is  more  conducive  for 
the  betterment  of  the  nation  needs  not  be 
scared.  What  is  to  be  demanded  afterward 
is  not  the  change  of  the  articles  of  the 
constitution  themselves,  but  the  transfor- 
mation of  our  mentality.  A  soiand  system 
of  the  laws  and  regulations  does  not 
automatically  ensure  an  absence  of  new 
mistakes  if  it  is  not  supported  with  high 
integrity  of  its  implementers.  Without  it, 
even  a  chaos  can  happen.  In  the  effort  to 
pursue  a  fifth  amendment,  it  is  necessary 
to  establish  a  Special  Commission  com- 
posed of  administrative  legal  experts  and 
statesmen,  with  the  hope  that  they  can 
avoid  opportunist  mentality  which  will 
only  lead  to  poor  result. 

While  the  discussion  on  the  perfection 
of  Law  regarding  legislative  and  presi- 
dential elections  needs  to  be  concluded 
as  soon  as  possible  so  that  the  political 
parties  and  the  candidates  can  have 
enough  time  to  prepare  themselves.  In  this 
regard,  it  is  necessary  to  ensure  the 
presence  of  only  non-democratic  or  non- 
discriminatory provisions. 


REVIEW  OF  ECONOMIC  DEVELOPMENT 


The  Year  of  Living  Moderately 

Puspa  Delitna  Amri  &  Indira  Hapsari 


THE  YEAR  2006  proved  to  be  ano- 
ther moderately  good  economic 
performance  for  the  Indonesian 
economy.  Macroeconomic  indicators  conti- 
nued to  be  favorable;  inflation  remained 
in  check,  despite  the  pressures  from  the 
increase  in  domestic  fuel  prices  in  late 
2005,  which  in  part  resulted  in  an  economic 
slow-down  during  the  first  half  of  2006. 

The  growth  target  for  2006  was  slightly 
missed  (5.5%  out  of  5.8%)  although 
quarter  IV  of  2006  recorded  a  nice  6.1% 
(y-o-y)  figure,  due  to  a  sudden  surge  in 
investment  spending.  The  slowdown 
during  the  first  half  of  2006  was  mostly 
attributed  to  a  dramatic  fiscal  and  mone- 
tary policy  adjustment  in  late  2005, 
including  the  143%  increase  in  admi- 
nistered fuel  prices  in  October  2005. 

Nevertheless,  the  main  question  that 
has  been  haunting  macroeconomists  for 
the  past  few  years  remains  unaddressed: 
how  to  translate  the  good  macroeconomic 
indicators  into  real  sector  activities,  which 
in  turn  will  help  absorb  unemployment 


and  reduce  poverty.  Furthermore,  a  host 
of  other  social  economic  issues  continue 
to  loom  large,  such  as  the  increase  in 
poverty  figures,  the  significant  rise  in  the 
price  of  staple  foods  (rice  in  particular)  in 
the  first  couple  of  months  of  2007,and 
continued  corruption  in  government 
bodies  such  as  BULOG.  On  another  note, 
the  series  of  natural  disasters  and  the 
major  flood  beginning  of  2007  suggest  the 
need  to  improve  disaster  preparedness 
and  response. 

In  sum,  both  fiscal  and  monetary 
polices  are  now  supportive  to  higher 
growth.  Analysts  believe  that  the  economy 
will  be  far  better  in  2007.  On  the  domestic 
side,  there  are  some  supports  from  the 
investment  law  that  was  passed  on  29 
March  2003.  But  we  have  entered  an  era 
when  being  good  is  simply  not  good 
enough.  Moderate  growth  would  have 
been  tolerable  a  few  years  ago,  but  it  is 
high  time  that  htdonesia  enters  the  age 
of  progressive  growtli  and  strong  exports 
and  investment — which  will  in  turn  create 
employment  and  reduce  poverty. 
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MACROECONOMIC  TRENDS:  GDP  BY 
SECTOR  AND  BY  EXPENDITURE 

Summary  of  Growth  Trends 

Although  the  overall  growth  target  for 
2006  was  slightly  missed  (annual  GDP 
growth  only  recorded  5.5%  out  of  the 
5.8%  target),  the  new  national  account  data 
released  by  BPS  recorded  a  strong  fourth 
quarter  growth  in  2006  (see  Table  1).  As 
expected,  the  economic  performance  of  the 
first  half  of  2006  was  less  than  impressive, 
5.0%  (year-on-year)  for  each  quarter.  This 
was  due  to  the  impact  of  inflation  and 
the  repercussions  of  tlie  October  2005  fuel 
price  hike,  as  a  response  to  the  swiveling 
of  global  oil  prices.  However,  growth 
picked  up  in  the  third  and  fourth  quarter, 
recording  5.9%  (y-o-y)  and  6.1%  (y-o-y) 
figure  respectively,  resulting  in  an  increase 
in  total  GDP  of  5.5%  for  tlie  full  year. 
This  is  a  significant  increase,  from  5.0% 
(y-o-y)  in  the  first  and  second  quarter.  The 
boost  was  in  a  large  part  due  to  a  sudden 
surge  in  investment  spending — parti- 
cularly for  domestic  machinery  and  equip- 
ments, and  the  construction  sector. 


Gross  Domestic  Product-  Expenditure 
Side 

While  the  first  three  quarters  growth 
was  driven  by  strong  export  demands  and 
government  spending,  with  moderate 
household  consumption  giowth,  in  the 
fourth  quarter,  surprisingly  it  was 
investment  that  became  the  main  ,  source 
of  growth  seen  from  the  expenditure  side 
(8.18%).  Imports  of  capital  goods  toward 
the  end  of  2006  had  returned  to  levels 
recorded  around  the  start  of  the  1997 
crisis  (Lindblad  and  Thee  2007:  5).  A 
boom  in  the  construction  sector,  which 
accounts  for  77%  of  total  investment 
spending  (gross  fixed  capital  formation) 
in  the  fourth  quarter  of  2006,  seems  to  be 
one  of  the  main  explanations  behind 
strong  uivestment  expenditure.  However, 
as  Lindblad  and  Thee  (2007)  correctly 
noted,  investment  in  machinery  and 
equipment  has  registered  negative  growth 
rates  for  well  over  a  year,  until  Q4  of 
2006.  This  suggests  that  tlie  effect  of  the 
increase  in  investment  spending  is 
overestimated. 


Table  1.  GDP  Growth  Components:  Expenditure  Side  (2000  price;  y-o-y) 


Q4 

Ql 

Q2 

Q3 

Q4 

2005 

2006 

2006 

2006 

2006 

2006 

Household  consumption 

4.18 

2.94 

2.99 

2.99 

3.76 

3.20 

Government  consumption 

24.91 

11.51 

28.77 

1.72 

2.18 

9.60 

Gross  fixed  capital  formation 

2:51 

1.14 

1.09 

1.29 

8.18 

2.90 

Changes  in  Stock 

-170.74 

-65.17 

-43.74 

-24.60 

-88.57 

-29.8 

Exports  of  Goods  and  Services 

16.78 

11.56 

11.30 

8.17 

6.08 

9.20 

Less;  Imports  of  Goods  and  Services 

7.21 

2.76 

7.47 

10.12 

9.70 

7.60 

Gross  Domestic  Products 

5.00 

4.98 

4.96 

5.87 

6.11 

5.50 

Source:  Central  Bureau  of  Statistics,  2007 
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Judging  from  the  break-down  in  the 
investment  spending  figures,  it  seems  that 
investment  in  machinery  and  equipment 
is  declining.  This  is  a  serious  issue,  since 
it  suggests  there  is  little  prospect  of 
growth  in  jobs  in  the  manufacturing 
sector.  Moreover,  investment  in  foreign 
machinery  has  recorded  negative  growth 
for  each  quarter  of  2006.  This  means  bad 
news  for  export-oriented  manufacturing 
sector  activities.  All  of  these  suggest  that 
investment  performance  in  2006  was  still 
unsatisfactory.  However,  investment  is 
expected  to  pick  up  in  2007,  due  a  rosier 
outlook.  Moreover,  the  new  investment 
law  that  was  finally  passed  by  the 
parliament  in  March  2007  is  expected  to 
lay-out  the  foimdation  for  a  more  solid 
investment  climate  in  Indonesia. 

Exports  and  Imports 

After  a  strong  performance  in  the  first 
and  second  quarter  of  2006,  the  exports 
and  imports  accoxmt  suggest  that  year-on- 
year  exports  growth  weakened  in  the 


second  half  of  the  year.  Exports  grew  by 
8.2%  (y-o-y)  and  6.1%  (y-o-y)  during  the 
third  and  fourth  quarter,  significantly 
lower  compared  to  the  corresponding 
figures  of  2005,  which  were  12.6%  and 
16.8%.  Nevertheless,  trade  prospects  are 
still  upbeat  as  Indonesia  enjoyed  a  trade 
surplus  of  US$3.11  billion.  Indonesia  is 
also  enjoying  strong  demand  and  higher 
prices  for  the  country's  main  export 
commodities  —  rubber,  palm  oil,  coal  and 
metal  ores  in  the  second  half  of  2006. 
Annual  imports  growth,  on  the  other 
hand,  picked  up  significantly  in  the  third 
and  fourth  quarter  with  a  favorable 
growth  at  8.98%  and  10.72%  (See  Table 
2).  This  is  accompanied  by  a  higher 
■growth  in  imports  of  capital  goods.  As 
shown  in  Table  3,  capital  goods  grew  by 
13.4%  (y-o-y)  in  the  foujth  quarter  of  2006. 
As  imports  of  capital  goods  are  a  good 
sign  of  investment  in  the  manufacturing 
sector,  this  figure  corresponds  to  the 
analysis  of  strong  growth  of  investment 
in  the  fourth  quarter  of  2006,  as  alluded 
to  above. 


Table  2.  Exports  and  Imports  Growth  (y-o-y) 


Q4 

Ql 

Q2 

Q3 

Q4 

2005 

2006 

2006 

2006 

2006 

Total  Exports 

13.94 

12.95 

17.23 

21.34 

18.17 

Total  Imports^' 

6.29 

-1.86 

4.83 

8.98 

10.72 

Total  Net  Exports 

27.94 

44.88 

48.05 

50.37 

29.49 

Source:  Central  Bureau  of  Statistics,  2007 

Table  3.  Annual  Growth  of  Imports  by  Category  (y-o-y) 

Q4 

Ql 

Q2 

Q3 

Q4 

2005 

2006 

2006 

2006 

2006 

Consumer  Goods 

18.4 

8.5 

(0.3) 

5.8 

1.7 

Raw  Materials 

6.0 

(4.9) 

5.0 

9.8 

10.8 

Capital  Goods 

1.8 

9.7 

6.4 

6.2 

13.4 

Source:  Central  Bureau  of  Statistics,  2007 
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Production  Account 

As  shown  in  Table  4  below,  the  most 
rapidly  growing  sectors  in  2006  were 
transportations  and  communications. 
Other  well-performing  sectors,  that  perfor- 
med as  well  or  slightly  better  than  the 
overall  GDP  growth  figure  include  cons- 
truction; transport;  utilities;  trade,  hotels 
and  restaurants;  and  financial,  rental  and 
business  services.  Manufacturing  output 
growth  performed  quite  well  as  we  saw 
a  significant  acceleration  in  the  second  half 
of  2006.  According  to  Lindblad  and  Thee 
(20007),  this  may  reflect  increased 
production  capacity  following  the  mid- 
year siirge  of  capital  goods  imports. 

Very  sluggish  growth  in  mining  and 
quarrying  persisted,  especially  in  the 


fourth  Quarter  of  2006  with  0.7%  (y-o-y) 
growth.  Meanwhile  growth  dropped 
significantly  in  the  agriculture,  livestock, 
forestry  and  fisheries  sector,  as  predicted 
by  Basri  and  Patunru  in  their  piece  on 
Survey  of  Economic  Developments  for  the 
Bulletin  of  Indonesian  Economic  Studies 
(2006:  297).  The  slow  growth  of  agri- 
culture seems  to  reflect  problems  in  the 
domestic  agricultural  policy,  including  the 
politics  of  the  rice  import  ban.  Recall  that 
the  prices  of  rice  and  other  staple  goods 
experienced  a  surge  in  the  first  couple  of 
months  of  2007,  forcing  the  government 
to  increase  imported  rice  and  conduct 
market  operations  {Operasi  Pasar)  to  ensure 
that  there  was  enough  supply  of 
'affordable'  rice  for  the  people. 


Table  4.  GDP  by  Sectors  (Constant  2000  price;  Y-o-Y) 


2005 


Q2 
2006 


Q3 
2006 


Q4 
2006 


2006 


1.53 

2.22 

1.84  ' 

2.98 

Mining  airid  Quarrying  '!^SH^H 

'  '■'  1.7 

4.0 

1.6 

0.7 

2.21 

Manufacturing  (with  oil  and  gas)  ■ 

;      2-8  2.9 

■1 

Electricity,  gas  and  water 

.  .  4.5 

5.8 

8.1 

5.87  1 

SStSSP-" 

8.7  • 

9.3 

10.4 

8.97 

Trade,  Hotel  and  Restaurant 

5.8 

4.4 

5.5 

7.5 

7.0 

6.13  i< 

Transportation  and  Communication 

•  •  10.8 

11.5 

13.3 

13.6 

16 

13.64 

Financial,  ownership  and  business 

4.8 

5.7 

5.3 

4.8 

6.8 

5.65 

Services  |||| 

6.1 

6.8 

6 

6.22 

Gross  Domestic  Product 

5.0 

5.0 

5.0 

5.9 

6.  J 

5.5 
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Outlook  for  2007 

The  government  has  set  an  optinustic 
growth  target  for  2007,  which  is  6.8%. 
However,  it  appears  that  they  are  also 
trying  to  remain  cautious.  Coordinating 
Minister  of  Economic  Affairs,  Boediono, 
in  his  end-of-year  reflections  on  Indo- 
nesia's economy,  warned  that  the  rates  of 
economic  growth  achieved  so  far  are  still 
not  sufficient  to  solve  the  coimtry's  main 
economic  problems,  especially  un- 
employment and  poverty.  Therefore,  he 
argued,  the  government's  focus  in  2007 
will  be  on  pushing  growth  above  the  6% 
level  on  a  sustained  basis.  This  seems  to 
be  in  line  with  the  World  Bank's  assertion 
that  economic  growth  in  2007  is  likely  to 
exceed  6%.  Growth  of  this  order  is  no 
doubt  possible,  but  it  is  hard  to  see  how 
it  could  be  sustained  unless  the  new, 
higher  rate  of  investment  growth  can  be 
maintained  or  increased  (Lindblad  and 
Thee  2007). 

MONETARY  TRENDS:  PRICES, 
INTEREST  RATES,  EXCHANGE  RATE, 
STOCK  MARKET 

Stable  monetary  developments  charac- 
terized the  fourth  quarter  of  2006.  Mone- 
tary indicators  exhibited  an  improving 
trend,  namely,  falling  inflation,  an  appre- 
ciating trend  in  the  Rupiah  accompanied 
by  reduced  volatility  and  also  a  buoyant 
stock  market.  Meanwhile,  the  benchmark 
interest  rates,  one-month  SBI  rates  continue 
to  fall,  signaling  the  Central  Bank's  cau- 
tious move  to  loosen  the  previously  tight 
monetary  policy  in  light  of  the  more  cor\fi- 
dent  outlook  on  inflation  and  the  Rupiah. 


Falling  Inflation  in  the  Second  Half  of  2006 

The  annual  inflation  rate  as  of 
December  2006  was  recorded  at  6.6%  (y- 
o-y),  cut  by  more  than  half  compared  to 
the  mid-year  figiire  of  15.5%  (y-o-y),  as 
seen  in  Figure  1  below).  Despite  the 
slowdown  in  inflation,  the  government 
slightly  missed  its  annual  inflation  target 
for  2006  which  was  set  at  6.5%.  The 
decline  in  inflation  rates  continued  well 
into  the  beginning  of  2007,  where 
January's  inflation  figure  of  6.2%  (y-o-y) 
was  lower  than  that  of  the  corresponding 
period  in  the  last  two  years. 

The  main  source  of  inflation  by  year- 
end  is  undoubtedly  the  food  group.  Food 
prices  by  December  2006  increased  by  a 
significant  figure  of  12.9%  (y-o-y), 
contributing  0.77%  out  of  the  total  montly 
inflation  of  1.21%.  This  has  been  touted 
to  be  a  result  of  delayed  harvest  and  also 
poor  implementation  of  the  import-ban  on 
rice.  Meanwhile,  the  housing  component 
also  contributed  a  good  0.2%  to  the 
monthly  inflation  figure. 

The  slowdown  in  inflation  represents 
Bank  Indonesia's  successful  interest  rate 
management,  in  light  of  the  strong 
inflationary  pressures  during  the  first  half 
of  the  year.  However,  Basri  and  Patunru 
(2006)  argued  tliat  this  has  been  supported 
by  the  Bank  Indonesia  (BI)  policy  of 
keeping  money  supply  growtli  (as  indi- 
cated by  growtli  of  currency  in  circulation) 
down  to  a  modest  rate.  Furthermore, 
Lindblad  and  Thee  (2007)  warned  that 
sustaining  low  inflation  rates  would  be 
difficult  if  Bl  insists  on  continuously 
cutting  the  benchmark  SBI  rates  in  hope 
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of  accelerating  economic  growth.  From  points.  Nevertheless,  we  expect  that 
July  2006  to  early  March  2007,  BI  has  aimual  inflation  for  2007  to  remain  within 
progressively  cut  SBI  rates  by  325  basis     the  government  target  of  6.5%. 


Figure  1.  Inflation  Rates  (y-o-y) 


Inflation  Rates 


%Y-0-Y' 


Y-o-Y 


Table  5.  Share  of  Monthly  Inflation 
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0.00 

Transportation,  Communication  and  Finance 

0.02 

0.00 

0.00 

0.28 

-0.03 
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0.45 

0.33 

0.38 

0.86 

0.34 

1.21 

Source:  Central  Bureau  of  Statistics,  2007 
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Interest  Rates 

As  inflationary  pressures  weakened 
beginning  in  July  2006,  Bank  Indonesia's 
one-month  SBI  interest  rate  continued  to 
fall  gradually,  from  12.25%  in  July  2006 
to  9.00%  in  March  2007,  still  somewhat 
above  the  low  rates  of  7-8%  that  prevailed 
in  2003  and  2004.  It  may  be  recalled  that 
these  low  rates  preceded  the  steady 
resurgence  of  inflation  in  2005  (before  the 
big  jump  following  the  fuel  price  increase 
in  October  of  tliat  year). 

Favorable  inflation  situation  and  the 
appreciating  Rupiah  may  give  room  for 
further  cuts  in  the  SBI  rate.  However,  we 
are  leaning  more  toward  the  central  bank 
maintaining  the  current  SBI  rate.  Two 


observations  support  this  argument.  First, 
increases  in  food  prices  are  usually  one- 
offs,  rather  than  a  continuing  trend,  as 
the  government  will  continue  to  secure 
supply  and  distribution  of  rice.  Second,  the 
recent  cut  in  SBI  rate  has  not  yet  been 
translated  into  lower  bank  lending  rates. 
Although  lending  rates  have  begun  to 
ease,  the  margin  remains  thin.  Moreover, 
many  aiialysts  ruled  out  the  possibility  of 
a  bigger  rate  cut  for  now  due  to,  among 
other  things,  the  imchanged  U.S  Fed  rates. 
As  such,  we  predict  that  the  one — month 
SBI  rate  would  move  thinly  around  8.5-9 
percent  until  mid-2006. 

Figure  2  below  shows  that  Bank 
Indonesia  remained  prudent  in  controlling 
the  growth  of  money  throughout  2006.  As 


Figure  2.  Base  Money,  Inflation  and  SBI  rate  (y-o-y  growth) 
Base  Money  Growth  (y-o-y),  Inflation  Rates  (y-o-y), 
and  SBI  Rate  (1  mo) 


Source:  Bank  Indonesia  and  CBS 
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seen  from  the  figure,  base  money  growth 
was  pretty  much  in  line  with  its  indicative 
target.  As  earlier  argued,  this  helped  keep 
inflation  in  check. 

On  the  other  hand,  despite  the  decreased 
lending  rates,  bank  lending  remains  low, 
as  actual  loan  growth  was  only  14% 
(Lindblad  and  Thee  2007).  The  banks  do 
not  seem  constrained  by  a  lack  of  capital, 
with  major  banks  reporting  relatively  high 
capital  adequacy  ratios  of  around  20% 
(Lindblad  and  Thee  2007).  Presumably, 
slow  loan  growth  reflects  a  lack  of  demand 
for  loans  from  bankable  borrowers  and 
also  the  prevailing  reluctance  on  the  part  of 
banks  to  give  out  loans  to  flie  real  sector, 
as  they  have  been  enjoying  the  investing 
in  SBIs  due  to  the  handsome  return  rates. 


Rupiah  Maintained  Stability,  Stock 
Market  Bullish 

The  Rupiah  remained  stable  through- 
out the  fourth  quarter  of  2006  and  the 
first  couple  months  of  2007.  From  early 
October  2006  to  end  of  March  2007, 
overall  the  average  ctirrency  appreciated 
by  1.01%  and  average  value  for  the 
Rupiah  (IDR)  was  Rp  9,117  to  the  US 
dollar.  Stable  movement  in  the  Rupiah 
was  also  reflected  in  significant  reduction 
in  the  volatility  from  4.47%  in  the  fourth 
quarter  2005  to  2.19%  in  the  corres- 
ponding quarter  of  2006.  Domestic  factors 
contributing  to  the  stable  rupiah  included 
the  improvement  in  macroeconomic  indi- 
cators, attractive  yields  on  rupiah  place- 
ments and  decline  in  investment  risk 


Figure  3.  Trend  of  Exchange  Rates  and  Stock  Market  Index 


nooo 


T),500  ( 


•0,000  ■■ 


9.500 


9,000 


8^00 


The  Exchange  Rate  and  The  Stock  Price 


JS 
X 

InH 

Jakarta's  flood,  -r  •sgo 
Febl'07 


•B-IO 


8,000  I- 


•B40 


■090 


•C40 


■;■  -090 


940 


■I-  790 


8/29  6/24   6/9   iy24  9/8    ftJ  4/28  12/19  3/19   1V«  6/16  6/27  71V    V3   7/22  B/ II  6/27  O/30  1V9  3/24    V11  9/20  WIS 


•  Rp/USD 


■  JSX  Index 


Source:  Bank  Indonesia  through  CEIC  database 


38 


THE  INDONESIAN  QUARTERLY,  Vol.  35,  NO.  1,  2007:  30-42 


indicators.  Externally,  a  key  factor  was  the 
US  Federal  Reserve  decision  to  keep  the 
Fed  Funds  rate  on  hold  for  the  time  being. 
Rupiah  stability  was  bolstered  by  im- 
proved risk  indicators.  However,  this 
appreciating  trend  was  brought  to  a  halt 
due  to  the  regional  turmoil.  During  the 
first  week  of  March,  the  Rupiah  took  a 
hit  and  depreciated  by  aroxmd  1.7%  from 
its  position  in  mid-February.  While  it  is 
vmlikely  that  this  de\'elopment  will  cause 
the  Rupiah  to  de-stabilize,  it  will  never- 
theless preclude  the  currency  from  sig- 
nificantly strengthening  within  the  next 
couple  of  months. 

Meanwhile,  the  stock  market  is  bullish. 
The  Jakarta  Stock  Exchange  QSX)  was  one 
of  the  top  performers  among  stock 
exchanges  in  Southeast  Asia  throughout 
quarter  4  of  2006  and  well  into  the 
beginning  of  2007.  Rising  confidence  in 
the  Indonesian  capital  market  saw  a  43% 
increase  in  the  JSX  composite  index  (or 
about  37%  after  correction  for  inflation) 
in  the  year  to  January  2007  (Lindblad  and 
Thee,  2007).  In  addition,  international 
rating  agencies  Moody's  and  Fitch,  issued 
more  favourable  assessments  of  the 
Indonesian  capital  market  (Coordinating 
Ministry  for  Economic  Affairs,  Trade  and 
Investment  News,  5/2/2007),  although 
ratings  still  remain  below  investment  grade. 

Outlook  for  2007 

In  2007,  the  government  budget 
assumes  an  exchange  rate  of  Rp.  9300  per 
US  dollar.  The  Rupiah  is  predicted  to 
continue  to  remain  stable  as  a  result  of 
the  surplus  in  the  balance  of  payment, 


increase  in  the  foreign  reserves,  and  the 
improvement  in  macroeconomic  indica- 
tors. Given  the  continued  stable  movement 
of  the  Rupiah,  we  expect  the  exchange 
rate  to  be  less  volatile  in  2007,  possibly 
lower  than  the  2.2%  volatility  figure 
exhibited  in  the  fourth  quarter  of  2006. 

The  stock  market  is  also  estimated  to 
remain  upbeat.  Expectations  of  falling 
interest  rates  would  presumably  create  a 
steady  rise  in  the  JSX  Index  to  post  a 
new  record.  Macro  economic  indicators 
are  expected  to  remain  positive,  with 
some  room  for  improvement;  allowing 
Bank  Indonesia  to  lower  interest  rates 
further  down  to  slightly  below  9  percent. 
Provided  that  capital  inflows  can  increase 
more,  the  JSX  index  might  reach  or  even 
surpass  1.900  in  2007. 

Balance  of  Payments 

Indonesia's  exports  had  started  off  the 
year  strongly  at  US$  8.35  billion  in 
January  2007,  10  percent  higher  than  the 
same  month  of  the  previous  year.  With 
imports  for  the  same  month  amounting 
to  US$  5.24  billion,  Indonesia  enjoyed  a 
trade  surplus  of  US$  3.11  billion, 
hidonesia's  total  exports  surged  to  US$ 
100.69  billion  in  2006  ,  riding  on  strong 
global  demand  and  high  prices  for  the 
country's  main  export  commodities — 
rubber,  palm  oil,  coal  and  metal  ores. 
With  this  positive  development,  the 
government  expects  that  exports  would 
grow  by  around  14-20%  tliis  year. 

Indonesian  exports  continue  to  grow. 
Total  exports  from  January-December  2006 
amounted  to  US$  100.69,  exhibiting  an 
increase  of  17.5%  (y  -o-y)  compared  to 
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the  corresponding  period  of  2005.  Mean- 
while, non-oil  and  gas  exports  was  posted 
at  US$  79.50,  exhibiting  an  increase  of 
19.68%  (y-o-y).  The  strong  performance  of 
the  non-oil  and  gas  exports  was  attributed 
to  strong  global  demand  and  higher  prices 
for  the  country's  main  export  commodities 
such  as  rubber,  palm  oil,  coal  and  metal 
ores.  With  this  positive  development,  the 
government  target  of  14-20%  for  2007 
export  growth  seems  realistic. 

In  the  second  semester  of  2006,  total 
exports  increased  by  16.4%  (year-on-year), 
compared  to  the  same  period  of  2005.  This 
is  mainly  atrributed  to  an  increase  in  non- 
oil  and  gas  exports,  which  grew  by  24.6%, 
while  oil  and  gas  exports  only  grew  by 
3.6%.  Meanwhile,  total  imports  from  July- 


December  2006  increased  by  9.8%  (y-o-y), 
down  from  the  corresponding  figure  for 
2005,  which  was  15.1%.  The  quarterly 
breakdown  of  the  figures  suggest  that  the 
increase  took  place  mostly  in  Quarter  3 
of  2006.  Quarter  3's  annual  growth  was 
21.3%,while  that  of  quarter  4  was  only 
18.2%.  In  fact,  oil  and  gas  exports's 
growth  was  negative  in  quarter  4  (0.7%). 

Total  non  oil  and  gas  exports  from 
January-December  2006  mainly  go  to 
Japan,  recorded  at  US$  12.2  billion, 
followed  by  United  States  at  US$  million 
and  Singapore  at  US$  679.6  million.  The 
combined  exports  to  three  major  coimtries 
accounted  for  39.56%  of  the  total  exports. 
Meanwhile,  in  January  2007,  non  oil  and 
gas  exports  to  Japan  decreased  by  14.22% 


Figure  4.  Import  by  Categories  (y-o-y  growth) 


Import  by  Categories  (y-o-y  growth) 


Source:  CBS,  2007 
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Figure  5.  Indonesia's  Import  Growth  (y-o-y) 


Indonesia's  Import  Growth  (y-o-y) 
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from  that  in  December  2006,  from  US$ 
1.34  billion  to  US$  1.15  billion.  Exports  to 
US  and  Singapore  in  January  2007 
recorded  an  increase  (m-o-m)  by  1.2%  and 
1.7%. 

Meanwhile,  imports  from  January- 
December  2006  was  recorded  at  US$  61,08 
million,  exhibiting  an  increase  of  5,85% 
(y-o-y)  compared  to  the  corresponding 
period  of  2005.  Non-oil  and  gas  imports 
originated  mainly  from  China,  with  the 
value  of  US$  5,50  billion  or  13,07%.  This 
was  followed  by  Japan  at  US$  5,48  billion 
(or  13,01  %)  and  the  United  States  at  US$ 
3,97  billion  (9.44%).  Imports  of  capital 
goods  exhibited  the  higher  growth  com- 
pared to  consumer  goods  or  raw  ma- 
terials. From  January-December  2006 


capital  goods  imports  increased  by  9.46%, 
while  consumption  goods  and  raw 
materials  only  increased  by  4.74%  and 
5.30%  respectively. 

OTHER  ISSUES 

New  Investment  Law  Passed 

On  29  March  the  House  (DPR)  finally 
passed  tlie  new  long  awaited  investment 
law.  According  to  Trade  Minister  Mari 
Pangestu,  the  new  law  will  increase  in- 
vestment competitiveness  against  regional 
rivals  such  as  Singapore,  Thailand  and 
China. 

The  law  introduces  various  incentives 
for  foreign  investors,  including  fiscal 
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incentives  as  well  as  government  assis- 
tance in  land  acquisition  and  import 
licensing.  Foreign  investors  can  "rent" 
land  for  60  years,  and  can  renew  it  for 
another  35  years.  Meanwhile,  incentives 
will  be  given  to  investments  in  labour- 
intensive  and  high-priority  industries, 
infrastructure  projects,  and  remote  areas. 
Incentives  will  also  be  given  to  invest- 
ments that  bring  in  new  technologies, 
environment-friendly,  promote  research, 
development,  and  innovation,  utilize 
locally-produced  capital  goods,  and  part- 
ner with  small-and-medium  businesses. 

The  new  law  also  elevates  the  status 
of  the  Investment  Coordinating  Board 
(BKPM),  to  that  of  a  non-govermnental 
institution  that  reports  directly  to  the 
president. 

In  recent  years,  Indonesia  performed 
poorly  with  regard  to  investment  in  which 
it  grew  by  a  mere  2.9%  last  year, 
compared  to  the  economy's  5.5%  growth. 
According  to  the  World  Investment 
Report,  Indonesia  ranked  the  112*  out  of 
141  economies.  Pressing  issues  include  the 
amount  of  time  and  the  number  of 
procedures  needed  for  investment 
approval. 

Key  Incentives  in  the  new  law: 

1.  Fiscal  Facility,  which  applies  to 
investment  by  limited  liability  companies. 

2.  Services  for  Rights  of  Land  Use 

which  can  be  provided  and  extended  in 
advance,  and  be  renewed  as  requested  by 
an  investor.  Nevertheless,  the  rights  will 
be  denied  should  the  investor  does  not 
use  the  land,  the  rights  of  land  use  is 


detrimental  to  the  public  interest,  and  the 
investor  does  not  utilize  the  land  as 
purportedly  stated  when  the  rights  was 
granted. 

3.  Immigration  Services,  which  can  be 
extended  to  investments  requiring  foreign 
experts,  and  to  potential  investors  under- 
taking business  feasibility  assessment. 

4.  Import  Licensing  Facility  for  goods 
so  long  as  they  are  in  compliance  with 
the  existing  regulations,  and  those  that  do 
not  result  in  negative  impacts  on  safety, 
security,  health,  environment  and  the 
nation's  morale,  or  for  relocation  to 
Indonesia,  and  for  meeting  the  needs  of 
capital  goods  and  raw  materials  for  own 
productions. 

CONCLUSION 

Analysts  believe  that  the  moderately 
good  performance  wUl  continue,  riding  on 
fiscal  and  monetary  policies  that  support 
higher  growth.  According  to  the  ADD 
prediction,  the  Indonesian  economy  will 
grow  by  6%,  while  the  World  Bank  has 
set  a  range  of  6%  -  6.5%.  The  government 
is  even  more  optimistic,  by  already  setting 
a  forecast  for  2008.  According  to 
Coordinating  Minister  for  Economic 
Affairs  Boediono,  growth  is  projected  at 
between  6.6%-6.8%  in  2008,  up  from  6.3% 
in  2007.  Consumption  is  expected  to  grow 
by  5.9%,  government  expenditure  at  8.9%, 
and  exports  at  12.7%.  Meanwhile,  invest- 
ment is  expected  to  grow  at  an  ambitious 
rate  of  15.5% 

We  are  slightly  less  optimistic.  Al- 
though  the   foundations   for  macro- 
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economic  stability  are  now  in  place,  still 
it  takes  some  time  for  the  economy  to 
recover.  Slower  world  economic  growth, 
domestic  factors  like  unfavorable  business 
climate  and  volatile  oil  prices  might  pose 
a  risk  to  this  optimistic  scenario,  parti- 
cularly in  relation  to  growth  in  manu- 
facturing and  export  sectors.  In  Ql-2007, 
investment  grew  by  13%,  much  lower 
than  the  expected  17%.  This  could  suggest 
that  investment  may  remain  moderate.  In 
any  case,  we  expect  the  economy  to  grow 
by  5.7-6%  in  2007,  which  is  another 
moderate  figure. 

Moderate  growth  prospects  would 
have  been  tolerable  a  few  years  ago,  but 
it  is  high  time  that  Indonesia  enters  the 
age  of  progressive  growth  and  strong 
exports  and  investment — which  will  in 
turn  create  employment  and  reduce  po- 
verty. To  put  it  simply,  this  is  the  era 
when  being  good  is  simply  not  good 
enough.  In  order  to  enable  this,  the 
government's  "To-Do  List"  for  2007  needs 
to  incorporate  the  following  aspects.  In 
addition  to  spur  further  growth,  the 
government  needs  to  initiate  breakthrough 
policies  in  the  real  sector,  emphasizing 


particularly  on  how  to  encourage  labor- 
intensive  export-oriented  manufacturing 
sectors.  A  continued  effort  to  scrap 
unnecessary  taxes,  duties  and  illegal  fees 
that  only  hamper  export  activities  would 
send  out  a  strong  and  highly  visible  signal 
to  investors.  The  passing  of  the  investment 
law  in  the  third  week  of  March  marks  a 
necessary  first  step  to  cutting  red  tape, 
facilitating  business  activities  and  hence 
improving  investment  prospects  in  the 
country.  Whether  or  not  it  will  bring  a 
significant  improvement  in  the  overall 
investment  climate  wiU  remain  to  be  seen. 
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REVIEW  OF  REGIONAL  AND  GLOBAL  DEVELOPMENT 


Nuclear  Crisis  and  Regional  Cooperation 

Lina  Alexandra 


THE  FOURTH  quarter  of  2006  saw 
developments  at  regional  as  well 
as  international  level.  On  the  inter- 
national level,  the  issue  of  nuclear 
program  of  Iran^,-aiid  North  Korea  were 
recorded  as  the  most  pressing  interna- 
tional security  issues. 

On  the  regional  level,  the  APEC 
summit  meeting  on  18-19  November  2006, 
a  continued  instablity  in  Iraq  after  the 
execution  of  Saddam  Hussein  and  the 
ASEAN  Summit  held  in  Cebu  on  13-15 
January  2007  were  also  seen  as  important 
regional  issues  due  to  its  longterm  re- 
gional security  and  economic  implications. 
Furthermore,  tensions  between  Indonesia- 
Malaysia  and  Indonesia-Singapore,  and 
also  the  internal  crisis  in  Timor  Leste  have 
raised  certain  attention. 

It  is  important  to  note  that  the  Cebu 
ASEAN  Summit  reached  decision  as  to 
how  ASEAN  should  be  developed  in  the 
future.  It  is  against  such  background  that 
the  Summit  came  out  to  agree  on  having 
ASEAN  Charter  as  its  guiding  principles 
of  cooperation  as  well  as  counter  terrorism 
convention  as  ASEAN  legal  framework  to 


tackle  international  terrorism.  The  Summit 
also  agreed  to  give  more  adequate 
attention  to  the  issue  of  migrant  workers. 
In  spite  of  the  progress  made  by  ASEAN 
in  its  policy  deliberations,  ASEAN  has 
been  unable  to  make  any  breakthrough 
in  its  policy  toward  Myanmar.  The 
principle  of  non-interference  seemed  to 
have  dictated  ASEAN's  current  policy 
stand  on  Myanmar.  The  East  Asia  Summit 
(EAS),  also  held  in  Cebu,  is  another 
important  regional  development.  Its  main 
agenda  was  energy  security. 

UN  reaction  towards  Iran's  nuclear 
program 

The  seemingly  uncooperative  Iran,  with 
its  uranium  enrichment  program,  was  met 
with  the  issuance  by  the  UN  of  sanction 
as  recorded  in  the  UNSC  resolution  1696. 
The  resolution,  adopted  on  July  2P'  of 
2006,  was  meant  to  pressure  tlie  Iranian 
government  to  immediately  suspend  its 
nuclear  activities  by  31  August  2006'. 


1  See  in  http://www.vm.org/News/Press/ 
docs/2006/sc8792.doc.htm 
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When  the  Iranian  government  failed  to 
submit  to  the  resolution,  the  UN  Security 
Council  adopted  Resolution  1737  which 
justified  the  implementation  of  sanction 
over  Iran.  This  resolution  prevents  the 
supply,  sale  or  transfer  of  related  equip- 
ment and  technology  to  Iran  which  would 
contribute  to  enrichment-related,  repro- 
cessing or  heavy-water  related  activities, 
or  to  the  development  of  nuclear  weapon 
delivery  systems^. 

Doubts  have  been  immediately  raised 
up  due  to  the  effectiveness  of  the 
sanctions  over  Iran.  Firstly,  as  the  second 
largest  oil  producer  in  the  Middle  East, 
the  dependency  of  oil-consumer  coimtries 
towards  Iran's  oil  has  denied  the  clear 
impact  of  the  previous  US  economic 
sanction  since  tlie  fall  of  Shah  Iran  in  late 
1979.  So,  it  is  likely  that  Iran  will  make 
use  of  this  dependency  to  threaten  the  oil 
supply  to  consumer  countries  which 
eventually  bring  a  boomerang  effect  to  the 
countries'  economic  development  once  the 
sanction  is  imposed.  The  shortage  supply 
of  oil  will  certainly  deliver  significant 
impact  to  the  international  economic 
stability^.  This  rationalization  explains  why 
China  and  Russia  as  well  as  EU  countries, 
despite  their  intention  to  prevent  further 
nuclear  activities  in  Iran,  are  seemed  to 
be  so  reluctant  to  impose  direct  sanction 
over  Iran  and  prefer  to  continue  the 
negotiation  with  the  Alimadinejad  regime. 
Despite  of  the  possibility  of  military 


2  See  in  http://www.un.org/News/Press/ 
docs/2006/sc8928.doc.htm 

3  Musthafa  Abd  Rahman,  "Efektifkah  Snnk- 
si  Ekonomi  terhadap  Iran?"  Koiiipas,  23  Oklo- 
ber  2006 


intervention,  these  countries  will  still 
support  the  US  position. 

Secondly,  the  imposition  of  sanction 
over  the  Iranian  regime  has  delivered  a 
reverse  effect  since  it  has  significantly 
raised  domestic  nationalism  and  political 
support  to  Ahmadinejad  regime.  The 
persistence  to  continue  the  nuclear  enrich- 
ment program  regardless  of  the  possible 
threat  from  UN  sanctions  has  brought  a 
strong  confidence  to  be  in  equal  position 
with  Western  coxmtries  which  previously 
monopolized  the  acquisition  of  nuclear 
power.  In  his  pubHc  statement,  the  Iranian 
president  Mahmoud  Ahmadinejad  men- 
tioned that  the  UN  resolutions  have  no 
validity.  Also,  by  remaining  in  his  stance, 
Iran  has  once  again  humiliated  the  US 
which  proved  to  be  powerless  to  imple- 
ment its  interest  over  Iran^. 

The  Iranian  nuclear  crisis  should  not 
be  solved  by  military  instrument.  The 
uncontrolled  negative  consequences  from 
the  US  military  intervention  in  Iraq  has 
become  a  strong  warning  for  the  inter- 
national community  to  halt  any  intention 
from  US  to  project  its  military  power  to 
deal  with  Iran  nuclear  problem.  Further- 
more, military  intervention  will  definitely 
destroy  the  second  largest  oil  producer  in 
the  world  and  create  global  energy  crisis. 
In  his  analysis,  the  researcher  from  Yale 
Center  for  the  Study  of  Globalisation 
George  Perkovich  concluded  that,  "The 


"h-an's  Ahmadinejad  scorns  UN  sanct- 
ions". The  Jakarta  Post,  3  January  2007 
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world  has  no  tolerance  for  another  US 
military  adventure  that  would  spike 
energy  prices  and  foster  more  terrorism."^ 
Thus,  the  only  way  is  to  reengage  the 
Iranian  regime  in  serious  talks  in  order 
to  control  its  nuclear  activities  to  a  certain 
level  which  urdikely  to  present  threat  to 
international  security. 

North  Korea's  nuclear  test 

The  North  Korea's  nuclear  test  has  also 
drawn  the  attention  of  international 
community.  It  was  seen  as  a  significant 
threat  to  regional  and  global  security.  On 
9  October  2006  the  North  Korean  regime 
shocked  the  world  with  the  lavinching  of 
its  imdergroundjnuclear  test  at  Hwadaeri, 
near  Gilju,  m  the  northeastern  part  of 
Korea  around  110  km  from  the  Chinese 
border^.  Only  less  than  one  week,  on  14 
October  2006  the  UNSC  released  the 
Resolution  1718  which  significantly 
banned  the  selling  of  weapons  and 
military  equipments  as  well  as  froze  the 
assets  of  those  who  involve  in  the  arma- 
ment program^.  The  US  government 
joined  the  choir  by  imposing  sanction 
aimed  at  halting  all  exports  and  selling 
for  defense  equipments  to  North  Korea 
and  also  financial  limitation  by  with- 
drawing all  financial  support  from  inter- 
national financial  institutions.  Japan  and 


5  George  Perkovitch,  "Why  engaging  Iran 
is  a  good  idea"  The  Jakarta  Post,  14  December 
2006 

6  The  Jakarta  Post,  10  October  2006 

^  See  in  http://daccessdds.un.org/doc/ 
UNDO  C /  GEN/NO  6 /  572/07/PDF/ 
N0657207.pdf?OpenElement 


Australia  have  also  denied  access  for  all 
ships  from  North  Korea  which  intend  to 
enter  their  maritime  territories^. 

The  relatively  quick  resolution  over 
North  Korea  is  needed  to  prevent  further 
instability  in  the  region.  A  change  in  the 
balance  of  power  in  the  region  will  only 
result  in  a  further  erosion  of  confidence 
among  the  prime  stakeholders  in  the 
region.  The  Chinese  government,  a  close 
ally  of  North  Korea,  perceived  the  North 
Korean  nuclear  test  as  disrupting  the 
stability  in  the  East  Asia  region.  The 
Chinese  national  interest  is  to  see  that 
North  Korean  halted  its  nuclear  program. 
Russia  also  called  on  the  Six-Party  talks 
to  deal  with  this  issue'.  Not  only  that, 
the  North  Korean  nuclear  test  will  also 
drag  countries  in  the  region  towards 
uncontrolled  arms  race. 

Solving  the  crisis  by  v\^ay  of  diplomacy 
gained  fuU  support  from  members  of  the 
international  commtinity.  It  was  revealed 
that,  after  the  Six-Party  Talks  was  halted 
temporarily.  North  Korean  government 
began  to  exhibit  its  cooperative  gesture 
by  disarming  its  nuclear  capability  under 
certaiii  condition.  The  regime  would  agree 
to  freeze  the  reactor  and  allow  the 
international  inspection  to  enter  in  return 
for  more  than  $300  million  worth  of  aid. 
According  to  the  agreement,  which  was 
reached  by  the  six  countries  (United 
States,  China,  Japan,  South  Korea,  Russia, 
and  North  Korea)  in  Beijing  in  mid- 
February  2007,  at  the  first  stage  North 


Siiara  Pembaruau,  160ctobcr  2006 
^  "Dunia  Mengecam  Tes  Niii<lir  Korut", 
Koinpas.  10  October  2006 


46 


THE  INDONESIAN  QUARTERLY,  VOL.  35,  No.  1,  2007:  43-52 


Korea  will  have  to  move  to  significant 
steps  to  dismantle  its  nuclear  activities 
within  60  days  and  as  a  reward  it  will 
receive  50,000  tomes  of  fuel  oil  or  eco- 
nomic aid^°. 

Then,  at  the  second  stage,  the  regime 
will  receive  another  950,000  tones  of  fuel 
oil  or  equivalent  after  it  provides  full 
information  of  its  plutonium  reservation. 
Such  an  agreement  will  certainly  serve  as 
groundbreaking  rules  toward  peaceful 
solution  for  North  Korean  nuclear  crisis. 
However,  many  doubt  that  the  North 
Korean  regime  will  show  its  full  com- 
pliance to  the  treaty.  The  international 
community  is  anxious  to  see  what  policy 
steps  the  North  Korean  regime  will  initiate 
in  the  future. 

The  2006  APEC  Summit 

The  Asia-Pacific  Economic  Cooperation 
(APEC),  established  in  1989,  has  continued 
to  show  its  relevance  and  significance  as 
a  regional  institution  aiming  to  achieve 
economic  liberalization.  The  14""  APEC 
Summit  was  held  in  Hanoi,  Vietnam  and 
attended  by  representatives  from  21 
countries.  The  summit  agreed  to  further 
explore  the  possibility  of  creating  a 
massive  free  trade  zone  stretcliing  across 
the  Pacific  Ocean  from  China  to  Chile — 
called  as  The  Free  Trade  Area  of  the  Asia 
Pacific  (FTAAP).  The  idea  has  been 
argued  as  the  best  alternative  for  libe- 
ralization in  case  the  Doha  round  of  WTO 


10  "North  Korea  agrees  to  steps  toward 
disarmament",  The  Jakarta  Post,  14  February 
2007 


talks  collapse,  yet  it  is  still  considered  as 
unfeasible". 

The  major  reason  for  such  assessment 
is  the  extensive  gap  of  economic  condition 
among  the  coimtries  in  the  Asia-Pacific 
region.  APEC  was  still  perceived  as 
unable  to  deal  with  growing  disparity 
between  advanced  and  less  advanced 
economies.  While  the  idea  of  FTAAP  has 
been  generally  accepted,  however,  there 
have  certain  deliberations  from  developing 
coimtries  that  the  scheme  will  be  over- 
lapped with  the  previous  pacts  agreed 
before.  Some  countries  in  Southeast  Asian 
region  have  implemented  their  own  plan 
for  economic  integration  either  in  the 
region  or  with  their  economic  partners 
such  as  with  China^^.  It  can  be  said  that 
a  free  trade  area  in  the  Asia-Pacific  region 
is  still  a  long  way  to  go. 

The  APEC  meeting  also  sees  Vietnam 
inclusion  into  the  World  Trade  Organi- 
zation (WTO).  The  choice  of  Vietnam  as 
a  venue  for  the  2006  APEC  meeting  was 
seen  as  importance  as  its  newly  gained 
status  at  the  world  trade  body.  With  its 
membership  in  WTO,  Vietnam  is  commit- 
ted to  support  the  creation  of  economic 
liberalization. 

The  Hanoi  APEC  summit  adopted 
Hanoi  Declaration,  a  document  of  which 
carries  three  salient  points,  namely: 
advancing  free  trade  and  enhancement, 
enliancing  human  security,  and  building 
stronger  societies  and  a  more  dynamic 


"  'APEC  is  Plan  13'  in  case  Doha  collapses, 
The  Jakarta  Post,  13  November  2006 

12  "APEC  Dorong  Liberalisasi  Produk  Per- 
tanian",  Siiara  Pembaruan,  16  November  2006 
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and  harmonious  commionity.  The  APEC 
leaders  has  committed  to  support  the 
DOHA  round,  implement  further  re- 
duction of  trade  transaction  costs  by  5% 
in  the  APEC  region  by  2010  and  to  push 
forward  the  importance  of  intellectual 
property  rights  (IPR). 

As  in  the  previous  APEC  meetings,  the 
issue  of  international  terrorism  has  drawn 
considerable  attention  from  participants  of 
the  summit.  The  issue  of  North  Korea's 
nuclear  test  and  internal  political  develop- 
ment in  Myanmar  have  also  been  addres- 
sed in  the  meeting.  The  summit  praised 
the  efforts  of  the  members  of  APEC  in 
handling  the  spread  of  avian  flu  and 
HIV/ AIDS,  the  shortage  of  energy,  and 
maintaining  sustainable  development. 

Saddam  Hussein's  execution 

After  a  series  of  trial  process,  the 
previous  Iraqi  highest  leader,  Saddam 
Hussein  was  executed  on  30  December 
2006.  The  Supreme  Court,  in  its  decision 
of  5  November  2006,  found  that  Saddam 
Hussein  was  guilty  of  crimes  against 
humanity.  He  was  responsible  for  the 
murder  of  148  Iraqi  Shiites  in  Dujail,  Iraq 
in  1982.  Saddam's  execution  draw  strong 
protests  from  his  lawyer  saying  that  the 
verdict  was  inappropriate.  His  lawyer  was 
of  the  opinion  that  Saddam  should  be 
considered  as  war  criminal  and  therefore 
subjected  to  the  regulations  in  Geneva 
Conventions  1949,  in  particular  about  the 
treatment  to  prisoners  of  war  as  part  of 
protection  of  victims  of  war'\ 

•3  "Dikecam,  El<sekusi  Bertepatan  Idul 
Adha",  Kompas,  2  Januari  2007.  For  further 


From  the  US  point  of  view,  the 
execution  of  Saddam  was  portrayed  as  the 
success  of  the  US  in  eliminating  repressive 
regime  in  Iraq.  Such  as  success,  however, 
does  not  automatically  mean  that  the  US 
will  be  able  to  impose  democracy  and 
achieve  national  reconciliation  in  Iraq.  As 
one  sees,  the  continuation  of  violence  in 
Iraq  has  made  the  US  policy  even  more 
difficult  to  be  effectively  implemented. 

The  severe  polarization  between  the 
warring  factions  continued  unabated, 
while  a  feeling  of  hatred  towards  the  US 
and  the  current  Iraqi  government 
escalated.  The  Saddam  loyalists  mobilized 
became  even  more  emotional  when  they 
found  that  the  voice  of  the  supporters  of 
radical  Shiah  figure,  Moqtada  al-Sadr,  was 
caught  on  the  tape^^. 

ASEAN  and  East  Asia  Summit 

The  ASEAN  summit  was  finally 
convened  in  Cebu,  The  Philippines  from 
13  to  15  January  2007.  After  its  post- 
ponement due  to  the  typhoon  disaster  and 
possibility  of  terrorist  attack,  the  meeting 
drew  strong  protest  from  the  PhiUppine 
left-wing  group  arguing  that  the  US 
marine  convicted  of  rape  should  not  be 
transferred  from  the  local  jail  to  the 
custody  of  the  US  embassy^^. 


detail  about  the  Geneva  Conventions,  please 
check  in  http://www.imhchr.ch/html/menu3/ 
b/91.htm 

'■^  "Sunni  Berang  Gara-gara  Video",  Kompas, 
3  Januari  2007 

'5  "Philippines  groups  plan  protests  at  Asia 
meeting",  Tlic  Inknrla  l\)sl,  5  January  2007 
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The  ASEAN  summit  inked  four  decla- 
rations and  one  convention.  The  summit 
declared  a  blueprint  called  the  ASEAN 
Charter,  a  recommendation  submitted  by 
the  Eminent  Persons  Group  (EPG).  The 
second  declaration  is  the  Cebu  Declaration 
on  the  Acceleration  of  the  Establishment 
of  an  ASEAN  Commimity  by  2015.  These 
two  declarations  can  be  seen  as  reconfir- 
mation from  ASEAN  to  move  towards 
further  integration  of  member  states  espe- 
cially after  the  ASEAN  Charter  is  ac- 
complished to  become  a  basis  for  the 
oldest  institution  in  the  region.  The  third 
declaration  is  the  Cebu  Declaration  on 
creating  One  Caring  and  Sharing  Com- 
munity which  put  more  emphasis  on 
social  and  cultural  role  of  ASEAN.  The 
fourth  one  is  the  declaration  on  the 
protection  and  promotion  of  the  rights  of 
migrant  workers.  Such  declaration  is 
needed  due  to  growing  in  the  number  of 
cases  which  involve  migrant  workers  and 
could  serve  as  a  kind  of  guidance  prin- 
ciples for  ASEAN  to  solve  conflict  resulted 
from  the  issue  of  migrant  workers.  Finally, 
the  ASEAN  leaders  agreed  to  sign  a 
legally  binding  convention  on  terrorism 
which  called  for  a  kind  of  regional  agree- 
ment on  terrorism^*. 

In  spite  of  the  many  documents  inked 
during  the  summit,  the  summit  has  not 
met  the  expectations  of  the  public  that 
ASEAN  be  more  assertive  in  its  policy 
towards  Myanma  r.  It  seems  as  if  ASEAN 
will  never  be  willing  to  relinquish  its  pr'm- 


16  "Leaders  pledge  to  boost  ASEAN",  The 
Jakarta  Post,  14  January  2007 


ciple  of  non-interference.  ASEAN  would 
certainly  like  to  see  the  regime  in  Yangoon 
moves  forwards  in  solving  its  own  do- 
mestic problem.  But  ASEAN  itself  seems 
reluctant,  politically,  to  implement  stiict 
measures  on  Myanmar^^. 

Many  in  region  hoped  Indonesia 
would  lead  in  pressuring  Myanmar,  but 
the  reality  showed  that  Indonesia  has 
adopted  a  rather  'neutial'  posture  on  this 
issue.  Even,  when  the  UNSC  convened  to 
vote  for  the  resolution  on  Myanmar, 
Indonesia  decided  to  abstain  saying  that 
Myanmar  problem  does  not  pose  a  threat 
to  international  peace  and  security. 
Indonesia  suggested  the  issue  be  sub- 
mitted to  the  UN  Human  Rights  Council 
rather  than  UN  Security  Cotmcil^^.  Other 
ASEAN  member  states  tend  to  adopt  a 
much  harder  stand  point,  but  reluctant  to 
support  any  direct  and  strong  measures 
against  Myanmar.  ASEAN's  unasserti- 
veness  on  the  issue  of  Myanmar  drew 
severe  criticism  from  certain  members  of 
the  international  community  and  they 
warned  that  ASEAN's  seemingly  "soft" 
stand  will  only  make  the  grouping 
irrelevant. 

The  East  Asia  Summit  (EAS)  also  held 
in  Cebu,  was  attended  by  16  East  Asian 
countiies  and  has  energy  security  as  its 
main  agenda.  The  summit  stressed  the 
importance  of  exploring  new  source  of 
energy  due  to  the  continuous  instability 
in  the  Middle  East  region.  They  also 


17  "ASEAN  Lembek  Seal  Myanmar", 
Koinpas,  14  Januari  2007 

18  "Indonesia  Pilih  Abstain",  Kompas,  15 
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expressed  commitment  to  increase  their 
energy  saving  program  and  reduce  green- 
house emission  effect.  The  Cebu  Goals  on 
East  Asia  Energy  Security  was  signed  on 
15  January  2007.  This  agreement  serves 
as  the  basis  for  cooperation  to  push 
forward  the  development  of  alternative 
energy  resources  to  gradually  replace  the 
oil  fuel  with  biofueP'.  On  the  issue  of 
North  Korean  nuclear  crisis,  the  ASEAN 
member  states  urged  Japan,  China,  and 
South  Korea  to  initiate  fresher  approach 
to  deal  with  this  issue. 

The  Ambalat  dispute 

After  period  of  relaxation  in  the  rela- 
tionship between  Indonesia  and  Malaysia, 
at  least  since  early  2005,  the  two  coimtries 
were  again  involved  in  a  war  of  words 
when  the  Indonesian  government  said  that 
Malaysian  warships  and  military  aircrafts 
intruded  into  Indonesian  national  territory, 
particularly  around  Ambalat.  Both 
coimtries  have  claimed  their  sovereignty 
over  Ambalat,  an  area  known  for  its 
richness  in  oil  and  gas.  However,  there 
were  no  diplomatic  solution  to  such  issue 
and  both  countries  have  tended  to  put  the 
issue  under  the  carpet.  The  recent 
Ambalat  crisis  came  up  as  both  countries 
were  still  trying  to  solve  the  issue  of 
migrant  workers.  There  was  a  report  that 
the  Malaysian  government  has  elucidated 
a  plan  to  enact  tough  laws  to  curb  the 
movements  of  migrant  workers  as  well 


19  "EAS  Fokus  Energi  Altematif",  Kompas, 
15  Januari  2007 


as  other  regulations  to  Umit  the  freedom 
of  movement  of  the  workers  ('lock  up' 
policy)^". 

On  the  Ambalat  case,  the  public 
criticised  for  the  indicisiveness  of  the 
Indonesian  authority,  in  particular  the 
Indonesian  Navy.  The  government  argued 
that  there  is  regulation  which  does  not 
allow  for  a  strong  response  for  it  might 
provoke  the  anger  of  the  other  side.  The 
decree  enacted  by  TNI  Chief  Commander 
No.  Skep/158/IV/2005  in  April  21='  2005 
which  regulates  the  involvement  of  Indo- 
nesian Navy  elements  in  waters  area 
around  East  Kalimantan  underlines  the 
importance  to  avoid  any  intentions  and 
actions  that  may  lead  into  adversity.  It  is 
stated  that  Indonesian  side  can  only  send 
a  warning  fire  if  the  foreign  entities  has 
started  to  shoot  first^^ 

Due  to  these  alleged  border  intrusions, 
so  far  the  Indonesian  Foreign  Minister  has 
not  sent  any  diplomatic  note  to  the 
Malaysian  authority  as  part  of  a  formal 
procedure  to  show  any  dissatisfaction  over 
this  issue.  It  is  still  waiting  for  the  official 
report  from  the  Navy  to  be  followed  up 
and  once  the  report  is  provided,  the 
Malaysian  Ambassador  will  be  summoned 
to  receive  complaints  and  asked  for  fur- 
ther clarifications  regarding  tWs  matter^. 

There  is  a  crucial  point  to  be  taken 
into  account  here.  It  is  imperative  that 
Indonesia  and  Malaysia  both  initiate 
policies  to  prevent  such  territorial  dispute 

2"  The  jnknrla  Post,  22  February  2007. 

21  www.metrotvnews.com /berita.asp?id= 
34329 

22  Tlw  jakarla  Post,  1  March  2007. 
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turned  into  an  open  conflict.  Their  mem- 
bership in  ASEAN  justify  the  fact  that 
both  countries  should  refrained  from 
taking  any  provocative  move  that  might 
drag  them  into  an  open  military  clash. 
Both  countries  should  instead  talk  and  see 
how  the  issue  has  to  be  dealt  with.  If  they 
wish,  Indonesia  dan  Malaysia  might  also 
use  the  High  Coimcil  as  a  forum  to  solve 
the  Ambalat  dispute. 

The  issue  of  banning  of  sand  export 

The  relationship  between  Indonesia 
and  Singapore  was  again  under  the  spot- 
light when  the  government  of  Indonesia 
issued  on  February  6'^  a  policy  of  banning 
the  export  of  sand  to  Singapore.  To  some 
extent,  the  issuance  of  this  policy  seems 
to  be  political  since  the  practice  of  illegal 
sand  smuggling  has  been  widely  con- 
ducted in  the  past  years.  The  nearest  local 
authorities,  in  this  case  Riau  Island  Police, 
has  begun  to  post  officers  in  the  sur- 
rounding neighbourhood  to  curb  the 
smuggling  activities  while  they  are 
waiting  for  further  action  from  the  central 
government^. 

The  policy  of  banning  sand  export  was 
somehow  linked  to  the  issue  of  extradition 
treaty  between  the  two  countries  in  which 
the  sand  mining  has  been  claimed  as 
threatening  to  narrow  the  area  of  Indo- 
nesian territory.  Official  in  the  Indonesian 
Foreign  Ministry  was  reported  to  have 
said  that  the  banning  of  sand  export  was 


23  "Officials  struggle  with  Batam  sand 
smuggling",  The  Jakarta  Post,  17  February  2007. 


meant  to  pressure  the  government  of 
Singapore  to  yield  to  the  wish  of  Indo- 
nesia that  Singapore  signed  an  extradition 
treaty^^  The  Indonesian  government  has 
been  very  impatient  with  the  Singaporean 
gesture  to  postpone  the  extradition  treaty 
as  well  as  border  agreement  between  the 
two  countries^^. 

As  a  response,  the  Singaporean  govern- 
ment clearly  showed  their  dissastifaction 
with  this  decision  since  Singapore  would 
be  hit  hardest  by  the  ban.  The  Singa- 
porean Foreign  Minister,  George  Yeo  said 
that  such  policy  would  be  counter- 
productive in  order  to  push  the  govern- 
ment to  sign  the  extradition  treaty^^. 
Furthermore,  the  government  said  that  the 
ifnpact  of  the  ban  is  still  manageable  and 
will  try  to  seek  for  more  sustainable  plan 
to  continue  their  construction  projects^''.  In 
fact,  some  actors  in  Indonesia,  particularly 
legislative  members  have  urged  for 
stronger  pressures  since  the  practice  of 
illegal  sand  export  still  continues  and  will 
lessen  the  effectiveness  of  the  ban  policy'^. 

Thus,  it  is  important  to  figure  out  otlier 
option  which  is  more  effective  to  resolve 
this  issue.  It  seems  to  be  tmwise  to  deal 
with  one  issue  by  creating  another 
problem.  The  issue  of  sand  mining 
especially  the  illegal  sand  mining  and 


24  "Sand  Ban  seen  as  pressuring  Singa- 
pore", The  Jakarta  Post,  16  February  2007. 

25  Ibid. 

26  Ibid. 

27  "Impact  of  ban  manageable".  Straits 
Times,  10  February  2007. 

28  "More  action  called  for  on  Singapore 
extradition  pact",  The  Jakarta  Post,  19  February 
2007. 
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export  definitely  needs  to  be  tackled  since 
it  threatens  the  environment  sustainability 
in  Indonesia.  Such  an  issues  should  not 
be  kinked  to  the  issue  of  extradition  treaty 
which  is  more  political  in  nature.  Nego- 
tiation on  the  level  of  high  officials,  in 
particular  between  head  of  states,  will  be 
the  best  option  to  solve  such  an  issue. 

Political  instability  in  Timor  Leste 

Since  its  independence  in  1999,  Timor 
Leste  has  experienced  a  continuing  do- 
mestic instability.  In  April  and  May  2006, 
clashes  occurred  again  between  the 
nation's  security  forces.  The  armed  militia 
attacked  the  police  posts  near  the  border 
between  Timor  J^este  and  Indonesia  and 
took  away  firearms,  ammunition,  and 
police  uniforms^^. 

Unable  to  deal  with  the  armed  militias, 
the  Timor  Leste  government  has  officially 
asked  for  assistance  from  the  UN  to  arrest 
the  rebel  leader,  Alfredo  Reinado.  Due  to 
this  emergency  situation,  the  UN  has 
deployed  1,300  police  to  control  the  si- 
tuation. Later  on,  the  Australian  govern- 
ment also  helped  by  sending  around  800 
peacekeeping  troops  to  restore  the 
security^".  There  is  a  strong  pressure  to 
restore  the  peace  and  stability  as  soon  as 
possible  so  that  the  coming  presidential 
election,  which  will  be  held  in  April  2007, 
will  be  counducted  peacefully. 

However,  the  presence  of  international 
peacekeepers  has  drawn  strong  opposition 

29  The  Jakarta  Post,  28  February  2007. 

30  "Timor-Australia  clash  kills  civilian".  The 
Jakarta  Post,  24  February  2007. 


from  Alfredo's  supporters.  They  held  a 
big  protest  insisting  the  international 
forces  to  go  back  to  their  own  country 
and  said  that  their  coming  has  caused 
people  to  suffer^^  The  crisis  in  Timor 
Leste  has  again  shown  the  fragility  in  its 
democratic  process.  A  strong  leadership 
in  that  country  is  therefore  needed  to 
prevent  political  fragmentation  and  lead 
the  coimtry  into  a  'normal'  nation-state. 

Concluding  notes 

The  threat  of  the  use  of  nuclear 
weapons  has  been  and  will  continue  to 
be  perceived  as  the  most  pressing  inter- 
national security  issue.  All  members  of  the 
international  community  adopted  a 
common  standpoint  that  nuclear  enrich- 
ment program  of  Iran  and  North  Korea 
should  be  halted  for  the  sake  of  inter- 
national stability.  There  is  just  no  other 
way  to  solve  the  nuclear  problem  but  to 
adhere  to  NPT  regime  and  to  resume  the 
Six-Party  talks  mechanism.  Such  as  so- 
lution will  be  of  greater  valued  only  if 
the  process  is  supported  by  major  powers, 
including  the  US. 

The  role  of  the  UN  cannot  be  over- 
looked in  dealing  and  solving  the  issue 
of  nuclear  threat  in  a  way  that  it 
prevented  the  possibility  of  unilateralist 
act  by  the  US.  It  is  important  that  disaster 
like  the  one  happened  in  Iraq  be  pre- 
vented from  occurring.  The  continued 
instability  in  Iraq  will  onl}^  deepen  and 
prolong  the  sectarian  conflicts  in  Iraq. 


31  "Protests  in  Timor  Leste  after  raid  on 
army  rebel",  The  Jakarta  Post,  6  March  2007. 
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In  the  Asia-Pacific  region,  the  14*  APEC 
Summit  in  Hanoi  issued  a  commitment 
to  acceleration  economic  liberalization. 
Other  important  diplomatic  activities  in 
the  region,  such  as  ASEAN  Summit  and 
East  Asia  Summit,  also  pointed  to  the  need 
for  tlie  region  to  deal  with  pressing  regio- 
nal problems  more  effectively.  Significant 
policy  steps  were  proposed  such  as:  the 
speeding  up  of  integration  process  within 
ASEAN,  counter-terrorism  policy,  coopera- 
tion on  the  issue  of  migrant  workers,  and 
developing  cooperation  in  dealing  with 
energy  shortage  in  the  East  Asia  region. 

In  the  case  of  ASEAN,  the  commitment 
to  integrate  the  region  of  Southeast  Asia 


through  another  progress  in  creating 
ASEAN  Charter  will  only  reflect  ASEAN's 
reconfirmation  of  its  adherence  to  sove- 
reignty and  non-interference  principles, 
meaning  that  ASEAN's  role  in  the  future 
in  dealing  with  internal  crisis  of  its  mem- 
ber states  will  continue  to  be  constrained 
by  sucli  principles.  Finally,  tensions  that 
involved  some  ASEAN  member  states  will 
pose  significant  challenge  to  ASEAN 
unity.  Thus,  it  is  important  for  the 
ASEAN  member  to  adhere  to  the  prin- 
ciples of  solving  the  conflict  through 
peacefull  manner.  ASEAN,  particularly 
Indonesia,  should  also  think  of  how  the 
crisis  in  Timor  Leste  should  be  solved. 
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Democratic  Governance  and  Practices 
in  The  Future  of  US-Indonesia  Free 

Trade  Agreement 

Alexander  C.  Chandra 


INTRODUCTION 

The  implementation  of  practices  in 
trade  negotiations  has  been  a  major  con- 
cern for  civil  society  in  recent  years. 
International  tiade  institutions,  such  as  the 
World  Trade  Organization  (WTO),  and 
governments  across  the  world  carry  out 
closed,  exclusive,  elitist,  and  secretive 
international  trade  negotiations.  It  is 
common  to  hear  critics  of  international 
tiade  institutions  say  that  'what  is  really 
at  stake  is  democratic  [and]  accoimtable 
governance'  (Wallach  and  Woodall  2004, 
8).  The  recent  proliferation  of  bilateral  free 
tiade  agreements  (BFTAs)  further  brings 
into  doubt  the  compatibility  of  free  tiade, 
or  economic  openness,  with  democracy. 
Indeed,  BFTAs  have  not  only  been  cri- 
ticized on  their  potential  undermining  of, 
inter  alia,  the  multilateral  trading  system, 
the  BFTA  negotiations  process  also  lacks 
transparency  and  openness.  Democratic 
government  officials  still  think  that  trade 
negotiations  are  mainly  their  business. 
They  have  been  entrusted  with  a  mandate 
by  their  citizens  to  represent  national 
interests  in  international  trade  nego- 


tiations. However,  given  the  comprehen- 
sive nature  of  trade  agreements  these 
days,  trade  advocacy  groups  are  in- 
creasingly concerned  about  the  potential 
impacts  of  such  agreements  on  the  world 
population.  Not  surprisingly,  trade  advo- 
cacy groups  are  demanding  more  trans- 
parency and  openness  in  BFTA  nego- 
tiations so  that  the  economically  weak  will 
not  be  adversely  affected. 

The  main  argument  of  this  paper  is 
that  BFTAs  could  potentially  inliibit  demo- 
cracy. This  argument  is  based  on  evidence 
from  various  BFTA  negotiations  that  have 
been  carried  out  by  governments  tiirough- 
out  the  world.  Developed  countries,  in 
particular,  have  been..Jkeen  to  pursue  this 
form  of  trade  strategy  because  of  the 
recent  suspension  of  WTO  talks.  Govern- 
ments of  developing  countries  are  equally 
keen  to  pursue  BFTAs  in  order  to  access 
developed  countries'  markets.  Given  the 
sensitive  nature  of  issues  discussed  in 
BFTA  negotiations,  governments  are 
increasingly  reluctant  to  provide  space  for 
civil  society  groups  to  intervene  in  the 
decision-making  process,  fearing  that  their 
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interference  might  jeopardize  the  overall 
negotiations. 

This  paper  aims  to  address  the  extent 
to  which  BFTAs  undermine  democracy^ 
and  will  specifically  analyze  the  possible 
participation  of  civil  society  organizations 
(CSOs)  in  the  proposed  US-Indonesia  Free 
Trade  Agreement  (USIFTA).  Both 
coimtries  are  currently  holding  talks  in  re- 
lation to  possible  BFTA  negotiations 
within  the  framework  of  the  Trade  and 
Investment  Framework  Agreement  (TIF A) 
in  1997,  which  supposedly  eradicated  all 
differences  between  the  US  and  its  trade 
partners  prior  to  BFTA  negotiations.^ 
Discussions  within  the  TIFA  framework 
are  currently  stalled  as  neither  side  is 
prepared  to  move  forward.  This  analysis 
will  be  based  on  past  BFTA  negotiations 
between  the  two  coimtries.  In  addition, 
this  paper  tries  to  develop  an  alternative 
model,  or  scenario,  in  which  civil  society 
participation  can  be  ensured  in  trade 
policy-making  in  Indonesia  as  well  as  in 
the  upcoming  USIFTA  negotiations.  The 
discussion  includes:  (1)  a  theoretical 
perspective  on  trade  and  democracy;  (2) 
case  studies  of  civil  society  groups'  parti- 
cipation in  trade-related  policy-making 
processes;  (3)  US  and  Indonesian  civil  so- 
ciety groups'  participation  ,in  the  up- 


1  Indonesia  and  the  US  signed  a  Memo- 
randum of  Understanding  (MoU)  Concerning 
the  Establishment  of  the  Council  on  Trade  and 
Investment  in  1997.  Unlike  the  TIFA  arrange- 
ments that  the  US  signed  with  other  trade 
partners,  the  actual  TIFA  document  between 
the  US  and  Indonesia  is  non-existent,  but 
policy-makers  from  the  two  countries  regard 
the  aforementioned  MoU  as  TIFA  agreement 
between  them. 


coming  USIFTA  negotiations;  and  (4)  an 
alternative  model  for  civil  society  partici- 
pation in  BFTA  policy-making  processes. 

TRADE  AND  DEMOCRACY: 

A  THEORETICAL  PERSPECTIVE 

The  relation  between  trade,  or  eco- 
nomic openness,  and  democratic  go- 
vernance has  led  to  interesting  debate 
amongst  trade  experts  and  practitioners.^ 
For  some  scholars,  such  as  Granger  and 
Siroen  (2001)  and  Milner  and  Kubota 
(2005:  112),  the  democratic  regime  has  a 
crucial  influence  on  the  volume  of  trade. 
Democratization,  according  to  these 
scholars,  generally  opens  up  new  venues 
for  free  traders.  Operating  in  a  newly 
democratized  system,  a  political  leader 
gradually  recognizes  that  his  or  her  new 
voters  are  disenfranchised  groups  who 


2  Exploring  the  relationship  between  the 
two  variables,  according  to  Lopez-Cordova  and 
Meissner  (2005),  is  crucial  for  a  number  of 
reasons.  Apart  from  the  fact  that  economic 
development  and  fulfilling  economic  needs 
require  a  democratic  political  system  (Sen 
1999),  democracy  is  also  expected  to  generate 
positive  impacts  on  economic  growth  (Barro 
1996;  Rodrik  1999;  Lindert  2003),  reducing 
economic  volatility,  adverse  shock,  and  can 
lead  to  a  more  equitable  distribution  of  income 
and  assets  (Acemoglu  and  Robinson  2000). 
Lopez-Cordova  and  Meissner  also  postulate 
that  there  seems  to  be  a  positive  causal  link 
between  trade  openness  and  democratic  go- 
vernance (p.  2).  Engagement  with  international 
trade  is  also  assumed  by  many  scholars  to 
have  facilitated  the  democratic  process  in  tlie 
most  advanced  democracies.  Such  evidence  has 
created  an  environment  in  which  countries  are 
keen  to  resume  the  global  trade  talks  recently 
suspended  by  tlie  WTO. 
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were  once  marginalized  under  a  pro- 
tectionist regime.  Mayer's  1984  exploration 
of  the  dependence  of  tariff  rates  on  the 
distribution  of  factor  ownership,  the  costs 
of  voting,  and  the  degree  of  factor 
mobility,  and  industrial  diversification  in 
an  economy  based  on  the  Stopler- 
Samuelson  theorem,  found  that  the  real 
remuneration  of  labor  increases  at  the 
same  time  tariff  decreases.  If  the  median 
voters  own  less  capital  than  the  average, 
a  labor-intensive  democratic  country  can 
be  expected  to  be  a  free  trader.  However, 
as  Geddes  (1995)  postulates,  political 
groups  and  elected  officials  in  a  demo- 
cratic regime  do  not  necessarily  support 
trade  liberalization  as  such  a  policy  may 
be  politically  suicidal,  costing  them  their 
popularity.  Consequently,  an  authoritarian 
regime  is  much  more  likely  to  accept 
trade  liberalisation  than  a  democratic 
regime.  The  cases  of  Chile  and  Indonesia 
in  the  1970s  and  early  1990s  respectively 
show  that  non-democratic  regimes  could 
undertake  trade  liberalisation  initiatives 
without  significant  domestic  opposition. 
Yet  trade  policy  is  very  unpredictable  in 
an  autocratic  system  as  it  depends  to  a 
large  extent  on  the  particular  interests  of 
specific  groups  (Mansfield  et  al.  2000). 

Other  studies,  however,  analyze  the 
relationship  between  trade  and  democracy 
in  the  framework  of  changes  in  political 
institutions  and  external  factors.  In  the 
view  of  Rodrik  (1994:  69),  for  example, 
'sharp  changes  in  trade  policy  have  almost 
always  been  preceded  (or  accompanied) 
by  changes  in  political  regime.  Not  ciW 
political  transformation  results  in  trade 
reform,  but  sharp  changes  in  trade  policy 


are  typically  the  result  of  such  transfor- 
mations'. Meanwhile,  external  factors,  such 
as  economic  crises,  pressure  from  major 
developed  coimtries  (i.e.,  US  and  EU)  and 
multilateral  institutions  (i.e..  International 
Monetary  Fund /IMF  and  World  Trade 
Organization/WTO),  as  well  as  the  spread 
of  neo-liberal  policy,  have  all  contributed 
to  major  domestic  political  and  economic 
reforms  in  developing  countries.  Yet  both 
economic  and  political  opeixness  are  Vv^hat 
Lutz  (2005)  has  called  a  'virtuous  circle'. 
As  Lutz  explains,  between  World  War  I 
and  World  War  II,  authoritarian  European 
states  were  less  open  than  their  demo- 
cratic coimterparts.  At  the  time,  the  preva- 
lent view  was  that  economic  openness 
could  promote  political  openness  because 
once  individuals  were  able  to  make  their 
own  economic  decisions,  they  would  also 
want  to  be  involved  in  political  decision- 
making processes  (Ibid  2-3).  Consequently, 
private  sectors  who  operated  in  the  area 
where  political  decisions  impacted  upon 
economic  policy  sought  wider  participa- 
tion in  political  decision-making  processes. 
As  a  result,  political  freedom  provides  a 
wider  space  for  foreign  investment,  whilst 
foreign  investment  is  likely  to  increase 
opermess  and  growth. 

Literature  on  the  political  determinants 
of  trade  policy  has  examined  what 
determines  trade  policy  (see,  for  example, 
Adsera  and  Boix  (2002)  and  Milner  and 
Kubota  (2005:  109).  The  attitude  of 
economic  actors  towards  trade  policies,  be 
it  free  trade  or  protectionism,  Adsera  and 
Boix  postulate,  is  determined  by  several 
factors  (Ibid  231).  First  is  the  likely  return 
derived  from  trade,  which  is  crucial  for 
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determining  whether  economic  actors 
support  or  oppose  a  free  trade  policy. 
Second  is  the  ability  of  economic  actors 
to  face  the  uncertainties,  based  on  their 
assets,  related  to  the  variable  outcome  of 
the  proposed  trade  policy.  According  to 
this  point  of  view,  the  key  concern  of 
economic  actors  is  their  capacity  to  use 
countercyclical  policies  to  combat  the 
volatility  of  the  business  world  cycle 
inherent  in  a  free  trade  regime.  In  a 
democratic  setting,  therefore,  economic 
actors  with  probable  high  returns  from 
free  trade  would  endorse  their  govern- 
ment's open  trade  policy.  However,  those 
dissatisfied  with  this  democratic  outcome 
may  contest  the  voting  procedure  and 
establish  an  authoritarian  regime  to  ad- 
vance their  preferred  policy  interests. 

Such  debates  on  the  causal  links  bet- 
ween trade  and  democracy,  however,  do 
not  really  apply  to  non-governmental 
trade  advocacy  groups.  For  these  groups, 
democracy  means  the  increased  partici- 
pation of  society  in  trade-related  policy- 
making processes.  Civil  society^  groups  in 


3  The  concept  of  civil  society  has  gained 
global  popularity  since  its  rediscovery  by 
scholar-activists  in  Eastern  Europe  and  Latin 
America  in  the  1970s  that  preceded  the  varying 
forms  of  democratization  in  the  1980s  (Guan 
2004:  1).  Despite  this,  civil  society  does  not 
possess  any  clear  definitive  meaning  because 
of  its  hallmark  characteristics  of  an  'essentially 
contested  concept  (Connolly  1983).  The  term 
generally  refers  to  the  sphere  of  public  social 
life  that  excludes  government  activities 
(Meidinger  2001),  and  has  been  used  as  the 
classification  for  persons,  institutions,  and 
organizations  that  have  the  goal  of  advancing 
or  expressing  a  common  purpose  through 


both  developed  and  developing  countries 
have  been  very  sceptical  about  trade 
liberalization  in  general,  fearing  that  the 
negative  impacts  are  far  greater  than  the 
benefits  accrued  by  the  countries  involved, 
particularly  the  developing  and  least- 
developing  ones.  The  business  commu- 
nity,* farmers'  groups,  and  labor  unions 
in  developed  countries  have  even  pushed 
for  the  maintenance  of  high  tariffs.  In  the 
US,  political  parties,  particularly  the 
Republicans,  used  high  tariffs  to  build 
political  support  from  their  constituencies 
even  before  the  enactment  of  the  Tariff 
Act  of  1930,  better  known  as  the  Smooth- 
Hawley  Act  (Destler  1986:  6).  Conversely, 
the  participation  of  civil  society  groups 
from  developing  cormtries,  particularly  in 
the  East  Asian  region,  (civil  society 


ideas,  actions,  and  dernands  on  governments 
(Cohen  and  Arato  1992).  Membership  of  civil 
society  groups  'is  diverse,  ranging  from  indi- 
viduals to  religious  and  academic  institutions 
to  issue-focused  groups[,]  such  as  not-for-profit 
or  non-governmental  organizations'  (Gemmill 
and  Bamidele-Izu  2002:  3). 

*  It  is  questionable  whether  the  business 
community  should  be  included  in  the  civil 
society  category  (Gemmill  and  Bamidele-Izu 
2002:  4).  Whilst  many  international  organi- 
zations and  scholars  recognize  the  business 
community  as  part  of  civil  society,  some 
observers  believe  tliat  the  business  community 
should  not  be  iiicluded  because  of  its  consi- 
derable influence  in  international  and  national 
governance  processes  (Meidinger  2001).  For  tlie 
purpose  of  analysis  in  this  paper,  the  author 
has  included  the  business  community  in  the 
civil  society  category.  After  all,  the  business 
community  is  not  only  composed  of  large  or 
industrial  conglomerates,  but  also  includes 
small  and  medium  enterprises  whose  voices 
are  not  often  heard  by  governments  and  /  or 
international  and  regional  organizations. 
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groups)  in  trade-related  decisiori-making 
processes,  is  still  limited  to  a  handful  of 
key  large  business  groups  and  the  aca- 
demic commtinity.  Tliese  groups  generally 
see  trade  liberalisation  as  a  way  to  gain 
greater  market  access  to  developed  nations 
and /or  other  developing  countries.  South 
Korea,  as  a  relatively  nationalist  and 
protectionist  country,  for  example, 
initiated  bilateral  free  trade  projects  with 
Chile,  Japan,  Thailand,  and  New  Zealand 
as  early  as  1999,  which  made  it  one  of 
the  coimtries,  along  with  Singapore,  with 
the  most  active  BFTA  projects  in  the 
region  (Dent  2006:  105). 

NGOs  PARTICIPATION  IN  TRADE- 
RELATED  POLICY  MAKING 

This  paper  will  now  discuss  in  greater 
detail  the  relationship  between  trade  and 
democracy  with  particular  reference  to  the 
participation  of  non-governmental  orga- 
rJzations  (NGOs),^  in  trade-relared  deci- 
sion-making processes.  Scholars  who 
support  the  participation  of  civil  society 
organizations  (CSOs)  in  trade-related 
decision-making  processes  tend  to  be  pro- 
ponents of  alternative  international  norms 
and  procedures  based  upon  participatory 
democracy  (Barfield  2001:  97).  This  alter- 
native label  for  direct  democracy  calls  for 
'a  much  greater  degree  of  citizen  par- 
ticipation in  a  political  system  while 
accepting  that  the  ultimate  decision- 


making and  law-creating  fimctions  must 
be  handled  by  a  small  body  of  elected 
representatives'  (Robertson  1993:  370). 
Accordingly,  certain  mechanisms,  such  as 
public  enquiries,  advisory  referendums, 
consultative  bodies,  and  etc.,  should  be 
used  to  ensure  greater  public  participation 
in  policy  formation.  In  normative  terms, 
participatory  democracy  leads  to  the 
involvement  of  a  wide  array  of  interest 
groups  in  the  construction  of  economic 
and  social  norms  that  wiU  make  global 
trade  a  sustainable  aspect  of  a  larger 
transnational  society.  Operationally,  ho- 
wever, the  end  goal  of  CSO  participation 
in  trade  policy-making  is  to  dismantle 
state  monopoly  in  the  international  arena 
and  to  extend  the  power  of  individuals 
to  impose  international  legal  norms  (Shell 
1995). 

Critics  of  NGO  participation  in  trade 
decision-making  processes  are  concerned 
that  NGO  activists  may  not  represent  the 
voice  of  the  world's  citizens,  as  they 
sometimes  like  to  suggest  (Anderson 
2005).  In  reality,  there  is  no  such  thing  as 
a  'world  citizen',  as  we  are  all  citizens  of 
nation-states  (Ostry  2000).  For  these 
sceptics,  NGOs  cannot  represent  the  voice 
of  the  world's  citizens  because  the  world 
is  not  a  single  polity.  A  citizen  belongs 
to  a  constituted  polity,  and  is  not  just  a 
supporter  of  an  NGO  and  its  agenda. 
Moreover,  the  decision-making  process 
and  eventual  introduction  of  a  trade 


5  NGOs,  according  to  Charnovitz  1997: 
186),  refers  to  'groups  of  individuals  organized 
for  the  myriad  of  reasons  that  engage  human 
imagination  and  aspiration.  They  can  be  set  up 


to  advocate  a  particular  cause,  such  as  human 
rights,  or  to  carry  out  programs  on  tlie  ground, 
such  as  disaster  relief.They  can  have  mem- 
berships ranging  from  the  local  to  tlie  global'. 
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policy  can  be  complicated  by  increased 
NGO  participation.  To  start  witli,  because 
they  represent  minority  groups,  the  views 
of  NGOs  sometimes  might  not  reflect  a 
nation's  overall  interests.  In  addition,  ad- 
mitting minor  private  parties  to  participate 
in  a  dispute  settlement  mechanism  might 
result  in  the  rejection  of  a  government's 
position  by  opposing  domestic  consti- 
tuencies, even  though  the  government  was 
elected  to  represent  them  (Nichols  1996). 

Others  believe  that  NGOs  and  other 
civil  society  groups  can  provide  an 
alternate  form  of  representation  and 
should  be  allowed  to  compete  on  an  equal 
footing  with  governments  (Barfield  2001: 
98;  Esty  2000).  The  reason  is  quite 
obvious.  Wishard  (1994:  65)  writes  that  'as 
a  consequence  of  ...  globalization,  every 
nation's  control  over  its  economic  future 
is  diminishing.  Well  over  50  percent  of 
the  variables  affecting  the  [US]  economy 
are  outside  the  control  of  policy  makers 
in  Washington.  The  Chinese  government 
[once]  estimated  that  Beijing  can  control 
only  about  half  of  the  factors  affecting 
China's  economy'.  Indeed,  given  the  over- 
whelming issues  corvfronting  governments 
today,  it  is  becoming  impossible  for 
national  governments  to  adequately  repre- 
sent the  views  of  all  of  its  constituencies. 
The  role  of  NGOs,  therefore,  is  to  ensure 
that  the  voices  of  the  unheard  are 
represented  in  international  policy-making. 
NGOs,  and  the  rest  of  CSOs,  do  not  only 
act  as  a  channel  for  social  and  political 
participation,  but  can  also  sometimes  act 
as  opponents  to  the  existing  political 
regime  (Chandra  2005a:  15).  In  other 
words,  civil  society  groups — in  this  case, 
NGOs — play  a  crucial  role  in  ensuring  a 


situation  of  check  and  balance  in  a  demo- 
cratic society.  Moreover,  apart  from  being 
naturally  'issue-specific'  or  even  'issue- 
oriented',  NGOs — in  both  the  poorest  and 
the  richest  countries  when  adequately 
funded — can  outperform  government  in 
deHveruig  many  public  services'.  In  addi- 
tion, NGOs  activities  are  not  delineated 
by  political  boundaries.  Regional  and 
international  NGOs,  such  as  the  Third 
World  Network  (TWN),  Focus  on  the 
Global  South,  and  Friends  of  the  Earth 
International,  have  all  made  sigiuficant 
contributions  in  regional  and  international 
trade  policy-making  processes. 

Thus,  civil  society  groups  are  key 
elements  of  society.  International  trade 
issues  are  becoming  more  complex  and 
diverse  than  ever.  International  trade 
negotiations  also  iacorporate  many  non- 
trade  elements  that  need  our  attention. 
Because  governments  are  limited  in  their 
handling  of  such  complex,  diverse  issues, 
there  is  a  space  in  which  NGOs  and  CSOs 
can  play  significant  roles  in  national  and 
international  tiade  policy-making.  Demo- 
cracy should  not  only  promote  the  sus- 
tainable economic  openness  assumed 
critical  to  generating  growth  and  economic 
development,  but  should  also,  by  its  very 
definition,  represent  the  interests  of  all 
minority  groups  in  national,  regional  and 
international  trade  policies. 

EXISTING  CASES  OF  CIVIL  SOCIETY 
GROUPS'  PARTICIPATION  IN 
POLICY-MAKING  PROCESSES 

There  are  many  existing  cases  of  civil 
society  groups'  participation  in  interna- 
tional, regional,  and  national  policy- 
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making  processes.  At  the  international 
level,  the  United  Nations  (UN),  the 
International  Labour  Organization  (ILO), 
and  even  the  World  Trade  Organization 
(WTO)  are  prime  examples  of  organiza- 
tions which  include  civil  society  in  their 
decision-making  processes.  At  the  regional 
level,  the  Association  of  Southeast  Asian 
Nations  (ASEAN)  is  increasingly  opening 
its  doors  to  civil  society  input  ia  regional 
integration  projects.  At  the  national,  and 
even  local,  level,  civil  society  participation 
also  helps  shape  national  policies.  Ho- 
wever, the  degree  of  civil  society  parti- 
cipation varies  according  to  the  level  of 
democratisation  in  each  institution  and/ 
or  state.  The  relative  success  of  civil  so- 
ciety groups'  participation  in  the  afore- 
mentioned institutions  and  states  also 
varies.  Given  the  diverse  nature  and 
interests  of  civil  society  groups,  their  input 
cannot  often  be  transformed  into  a  single 
policy.  Convergence  is  normally  reached, 
depending  upon  the  level  of  influence  that 
a  specific  interest  group  has  vis-a-vis 
institutions  and/  or  states. 

At  the  international  level,  the  UN  and 
its  related  bodies  have  set  precedents  in 
allowing  civil  society  participation  in  their 
decision-making  processes  (Barfield  2001: 
101).  The  UN  approved  the  Agenda  21* 
program,  which  calls  for  other  inter- 
national bodies  to  include  NGOs  in 
policy-making,  program  design,  imple- 


mentation, and  monitoring  processes,  hi 
trade-specific  issues,  the  WTO  Secretariat 
and  its  Director  General  have  also 
consulted  with  civil  society  groups.  Ho- 
wever, as  mentioned  earlier,  the  extent  to 
which  these  international  organizations  are 
able  to  incorporate  civil  society  input 
varies  according  to  the  type  of  organi- 
zations involved.  For  instance,  many  UN- 
related  organizations,  such  as  the  United 
Nations  Educational,  Scientific,  and 
Cultural  Organization  (UNESCO)  and  the 
Organization  for  Economic  Co-operation 
and  Development  (OECD),  caimot  exert 
direct  influence  on  national  policies  and 
laws  (Nichols  1996). 

On  tlie  other  hand,  the  ILO,  WTO,  and 
other  multilateral  economic  bodies,  such 
as  the  World  Bank  and  the  International 
Monetary  Fund  (IMF),  exert  a  significant 
influence  on  the  ways  in  which  national 
laws  are  implemented.  The  ILO,  for 
example,  has  as  its  specific  priority  labor- 
related  issues,  and  gives  voice  to  govern- 
ments, labor  unions,  and  corporatists. 
Labor  union  input  can  thus  be  incor- 
porated into  ILO  standards  and  laws,  and 
subsequently  into  the  national  laws  of  ILO 
member  countries.  At  the  same  time, 
however,  the  fact  that  few  groups  are 
involved  in  the  ILO  decision-making 
process  often  causes  a  backlash  from  other 
civil  society  groups  who  have  been 
omitted  from  the  process.  Environmental 


^  Agenda  21  is  the  UN  's  program  of  sus- 
tainable development,  providing  a  compre- 
hensive blueprint  for  global,  national,  and  local 
organizations,  such  as  the  UN,  governments, 
and  major  groups,  in  every  area  in  which  hu- 


man activities  impact  on  the  environment.  The 
formal  text  of  Agenda  21  was  issued  during 
the  United  Nations  Coiiference  on  Environment 
and  Development,  also  known  as  the  Earth 
Summit,  in  Rio  de  Jainero,  on  14  June  1992. 
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groups,  in  particular,  have  shown  concern 
about  the  pro-development  approach 
adopted  by  the  business-labor  coalition  of 
the  ILO  (Barfield  2001:  102).  The  WTO  has 
allowed  civil  society  groups  to  openly 
participate  in  its  decision-making  process, 
and  business  groups  and  NGOs  have  so 
far  played  a  significant  role  in  shaping 
this  world  trade  body.  Some  international 
NGOs,  such  as  TWN,  the  Southern  and 
Eastern  African  Trade  Information  and 
Negotiation  Institute  (SEATINI),  Oxfam, 
and  Medicins  Sans  Frontieres  (MSF)  have 
made  significant  contributions  in  helping 
prepare  developing  countries  enter  nego- 
tiations on  trade-related  matters,  including 
agricultural  subsidies,  constraints  imposed 
by  the  Trade-Related  Intellectual  Property 
(TRIPs)  agreement,  industrial  policy 
strategies,  etc.  (Das  2003:  229). 

Meanwhile,  at  the  regional  level, 
ASEAN  is  a  prime  example  of  an  orga- 
nization that  piirsues  dialogue  with  civil 
society.  Traditionally,  ASEAN  has  been 
relatively  closed  and  elitist,  employiiig  a 
top-bottom  approach  in  its  decision- 
making processes  since  it  was  first 
established  in  1967  (Chandra  2004;  2005a; 
2006).  ASEAN's  regional  integration 
projects  have  been  expanded  in  recent 
years  to  include  more  complex  security, 
economic,  and  socio-cultural  co-operation. 
Civil  society  groups  have  been  involved 
in  ASEAN  decision-making  processes 
since  the  early  1970s,  particularly  the 
business  community,  through  its  ASEAN 
Chambers  of  Commerce  (ASEAN-CCI). 
ASEAN's  introduction  of  the  ASEAN  Free 
Trade  Area  (AFTA)  in  1992  was  in  fact 
partly  a  result  of  increased  business  net- 


working throughout  the  region.  The 
academic  community,  particularly  the 
Institute  of  Strategic  and  International 
Studies  (ISIS)  and  the  Institute  for 
Southeast  Asian  Studies  (ISEAS),  has  also 
played  an  important  role  in  shaping  and 
determining  the  course  of  ASEAN's 
regional  agenda.  Throughout  the  1980s, 
many  NGOs  had  some  kind  of  affiliation 
to  the  Association,  although  their  contri- 
bution was  limited.  Intensive  dialogue 
with  other  civil  society  groups,  however, 
began  to  take  place  in  early  2006.  The 
ASEAN  Eminent  Persons  Group  (EPG) 
was  tasked  to  draft  an  ASEAN  Charter 
cind,  in  order  to  do  so,  consulted  with 
NGOs  and  other  grass-roots  organizations 
about  issues  pertaining  to  the  esta- 
blishment of  an  ASEAN  Community. 

Unfortunately,  most  international  and 
regional  agencies  do  not  provide  the 
necessary  governance  for  democracy. 
Despite  occasional  dialogues  and  corisul- 
tancles  with  civil  society  groups,  most 
meetings  are  held  behind  closed  doors. 
As  Baylis  and  Smith  (1999:  27)  argue, 
these  orgariizations  deal  'largely  [in]  the 
realms  of  'technopolitics',  where  eco- 
nomists, accountants,  managers,  engineers, 
chemists,  lawyers,  and  other  'experts'  are 
largely  exempted  from  democratic 
scrutiny'.  Many  international  and  regional 
organizations  do  not  employ  a  one  state- 
one  vote  approach.  Indonesia  and  tlie  US, 
for  example,  are  unlikely  to  have  an  equal 
footing  in  deciding,  for  example,  to  lower 
agricultural  subsidies  in  industrialised 
countries.  As  such,  not  only  are  civil 
society  groups  exempted  from  important 
policy-making  processes,  small  and  deve- 
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loping  countries  are  often  marginalised  in 
the  policy-shaping  process  of  these 
organizations. 

The  participation  of  civil  society  groups 
at  the  national  level  depends  to  a  large 
extent  upon  the  political  regime  they 
operate  in.  In  an  authoritarian  society,  for 
instance,  the  policy-making  process  is 
executed  by  the  leaders  and  their  closest 
associates,  with  little,  or  no,  concern  for 
public  opinion  (Robertson  1993:  31).  Even 
in  democracies,  the  level  of  civil  society 
participation  in  political  decisions  varies 
between  countries.  In  some  Western 
countries,  pubUc  opinion  referendums  are 
often  used  to  challenge  international 
integration.  As  Shepherd  (1975),  and 
Inglehart  (1977)  have^shown,  the  Danish 
people's  rejection  of  the  Maastricht  Treaty 
is  a  clear  case  of  failure  in  a  regional 
integration  project  due  to  lack  of  popular 
support.  Similarly,  in  Latin  America,  the 
decision  of  governments  to  either  support 
or  reject  regional  integration  initiatives 
very  much  depends  upon  public  opinion 
(Seligson  1999).  On  20-26  November  2003, 
a  coalition  of  130  Latin  American  NGOs 
conducted  a  regional  survey  which 
showed  overwhelming  opposition  to  the 
establishment  of  the  Free  Trade  Area  of 
the  Americas  (FTAA)  (Chandra.2005b). 

In  most  other  countries,  civil  society 
participation  in  trade  policy-making  is 
carried  out  within  the  framework  of 
representative,  democracy:  a  limited  form  of 
democracy  in  which  'popular  participation 
in  government  is  infrequent  and  brief, 
[and  is  conducted]  througli  voting  every 
few  years'  (Heywood  2000:  126).  In  Indo- 
nesia, however,  civil  society  participation 


is  encouraged  in  trade-related  policy- 
making processes.  The  Indonesian  WTO 
Forum  is  a  network  of  government  offi- 
cials, the  private  sector,  the  academic 
community,  and  NGOs  that  often  organize 
dialogues  and  consultancies  amongst 
various  interest  groups  in  the  country. 
This  forum  and  other  fora  channel  civil 
society's  aspirations  and  concerns  to  the 
Indonesian  government.  In  some  cases, 
civil  society  groups  become  directly 
involved  in  international  negotiations. 
Indonesian  international  trade  advocacy 
groups,  such  as  the  Institute  for  Global 
Justice  (IGJ),  and  environmental  groups, 
such  as  the  National  Consortium  for  Indo- 
nesian Forest  and  Nature  Conservation 
(Konphalindo-Konsorszwm  Nasional  untuk 
Pelestraian  Hutan  dan  Alain  Indonesia)  and 
Pelangi,  have  often  been  invited  to  parti- 
cipate as  part  of  the  Indonesian  govern- 
ment's official  delegation,  such  as  during 
(in)  the  Indonesia-Japan  Economic  Part- 
nership Agreement  (IJEPA)  negotiations 
and  the  UN's  World  Summit  on 
Sustainable  Development  (WSSD).^ 

In  assessing  the  normative  value  of  the 
trade-democracy  nexus,  it  is  also  im- 
portant to  consider  how  attractive  the 
trade  issue  is.  Indeed,  changes  to  trade 
policy  orientation  are  more  difficult  to 
advocate  at  the  national  than  at  the 
regional  and  international  level.  At  tlie 
national  level,  a  trade-related  issue  may 
not  necessarily  be  attractive  to  either 
government  or  civil  society  groups, 


An  informal  discussion  was  conducted 
with  Hira  Jiiamtani,  Research  Associate  at  the 
Tlnird  World  Network,  on  16  November  2006. 
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despite  the  increased  use  of  trade  as  an 
instrument  to  promote  international  part- 
nership with  other  coiantries.  With  the 
possible  exception  of  Thailand,  civil 
society  groups'  participation  in  trade 
policy-making  has  been  limited,  primarily 
as  a  result  of  the  increased  complexity  in 
international  trade  negotiations.  Such  com- 
plexity makes  it  more  difficult  for  trade 
advocacy  groups  to  disseminate  trade- 
related  information  in  laymen's  terms  to 
the  grass-roots  level.  Consequently,  it 
tends  to  be  the  large  business  commimity, 
members  of  the  academic  community  who 
specialise  in  international  economic  rela- 
tions and  specialist  advocacy  groups  who 
pay  most  attention  to  trade  policy.  This 
is  one  of  the  main  reasons  that  the  Indo- 
nesian government's  neo-liberal  economic 
policy,  for  example,  has  gone  for\^'^a^d  with 
little  opposition  from  the  majority  of  civil 
society  groups.  This  issue  will  be  discussed 
in  greater  length  later  in  this  paper. 

US  AND  INDONESIAN  CIVIL 
SOCIETY  GROUP  PARTICIPATION  IN 
USIFTA  NEGOTIATIONS 

The  US  and  Indonesia  are  currently 
holding  talks  in  relation  to  possible  bila- 
teral free  trade  negotiations.  As  with  most 
other  key  members  of  ASEAN,  Indonesia 
signed  a  Trade  and  Investment  Frame- 
work Agreement  (TIFA)  in  1997,  which 
supposedly  eradicated  all  differences 
between  the  US  and  its  trade  partners 
prior  to  BFTA  negotiations.  Discussions 
within  the  TIFA  framework  are  currently 
stalled  as  neither  side  is  prepared  to  move 
forward.  The  Indonesian  government 
wants  to  finalise  the  Indonesia-Japan 


Economic  Partnership  Agreement  (IJEPA) 
before  holding  further  talks  with  the  US 
or  any  other  country  and /or  regional 
grouping.  From  the  US  point  of  view,  the 
cvirrent  administiation's  Trade  Promotion 
Authority  will  expire  in  July  2007,  which 
leaves  little  time  to  negotiate  a  BFTA. 
Nonetheless,  this  section  will  analyze  US 
and  Indonesian  civil  society  group  parti- 
cipation in  this  BFTA  policy-making  pro- 
cess as  a  useful  comparative  tool  to  assess 
other  BFTA  policy-making  processes. 

The  US  and  Indonesia  are  both  demo- 
cracies, although  Indonesia  is  a  much 
younger  one.  There  is  little  doubt  that 
both  countries  will  allow  civil  society 
groups  to  participate  in  their  BFTA 
decision-making  processes.  The  important 
question  is  how  far  and  to  what  extent 
civil  society  can  determine  the  course  of 
die  negotiations.  More  interestingly,  which 
interest  groups  will  be  favored  by  these 
governments?  Although  the  US  has  tradi- 
tionally called  for  closed  door  negotiations 
with  its  trade  partners  at  multilateral, 
regional,  and  bilateral  trade  talks,  the  US 
is  by  no  means  undemocratic  in  tiiat  tiiey 
do  carry  out  consultations  with  their 
constituencies  prior  to  negotiations.  The 
same  can  also  be  said  about  the  Indo- 
nesian government,  which,  like  many 
other  governments  in  the  East  Asian" 
region,  invites  civil  society  groups  to  parti- 
cipate in  international  trade  negotiations. 
In  East  Asia,  the  private  sector  and  the 
business  community  often  join  together  to 
form  what  are  known  as  Joint  -Study 
Groups  (JSG),  which  act  as  fora  through 
which  governments  and  key  interest 
groups  from  participating  countries  can 
discuss  trade-related  issues. 
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USIFTA:  Whose  interests? 

It  is  expected  that  corporate  interests 
will  play  a  significant  role  in  determining 
the  course  of  potential  USIFTA  nego- 
tiations for  the  US.  Through  research 
interviews  with  officials  from  the  United 
States  Trade  Representative  (USTR),  for 
example,  Dent  (2006:  135)  finds  that  the 
US  has  a  society-centric  approach  to  trade 
policy  formulation.  Indeed,  although  the 
government  uses  strategic  tliinking  (e.g. 
competitive  liberalisation)  as  the  backbone 
of  its  trade  policy,  US  trade  policy  is  very 
much  a  response  to  demands  lobbied  by 
various  domestic  interest  groups.  An 
example  from  the  US-Australia  Free  Trade 
Agreement  (USAFTA)®  illustrates  this 
point.  The  Australian  Pharmaceutical  Benefit 
Scheme  (PBS),  which  was  a  mechanism 
designed  to  ensure  the  price  of  medicines 
is  affordable  to  the  Australian  public,  was 
challenged  by  US  pharmaceutical  com- 
panies, most  of  which  were  big  donors  to 
the  US  Republican  Party.  The  US  phar- 
maceutical companies  complained  that 
PBS  was  costing  them  US$  1  billion  a  year 
in  lost  profits,  and  expected  the  USAFTA 
would  set  the  precedent  to  challenge 
similar  schemes  elsewhere  in  the  world. 
The  influence  of  pharmaceutical  com- 
panies in  the  US  is  very  significant.  In 
2003,  for  example,  US  pharmaceutical 
companies  made  donations  to  members  of 
Congress  to  ensure  inclusion  of  a  Medical 
Bill  that  would  prevent  federal  govern- 


8  The  US  and  Australia  announced  the  start 
of  BFTA  negotiations  when  the  former  USTR, 
Robert  Zoellick,  met  with  his  Australian  coun- 
terpart, Mark  Veile,  Australian  Trade  Minister, 


ments  negotiating  a  reduction  in  the  price 
of  medicines  with  pharmaceutical  com- 
panies (Ranald  2006:  5). 

Another  interesting  example  of  strong 
corporate  lobbying  in  US  BFTA  nego- 
tiations took  place  during  the  US-Singa- 
pore Free  Trade  Agreement  (USSFTA) 
negotiations.  The  city-state  of  Singapore 
is  open  to  virtually  all  types  of  trade. 
However,  according  to  Dent  (2006:  185), 
in  the  banking  sector  only  Citibank  had  a 
Qualifying  Bank  License  (QFB)  before  the 
USSFTA  was  signed.  This  prompted  other 
US  banks,  particularly  American  Express, 
to  lobby  tlie  US  government  to  push  the 
Singaporean  government  to  open  up  its 
retail  banking  sector.  As  Dent  further 
asserts,  the  Singaporean  government's  ban 
on  chewing  gum  was  also  a  major  issues 
in  the  USSFTA  (Ibid.,  189).  Having 
planned  to  use  Singapore  as  a  stepping 
stone  to  enter  the  Chinese  market,  one  of 
the  largest  US  chewing  gum  manufac- 
turers, Wrigley,  objected  to  the  ban  on  the 
grounds  tliat  it  would  set  a  precedent  in 
China. 

On  the  Indonesian  side,  it  is  more 
difficult  to  identify  major  interest  groups 
capable  of  exerting  significant  influence  in 
BFTA  policy-making.  In  the  past,  both  the 
academic  community  and  the  private 
sector  have  played  crucial  roles  in 
influenciiig  Indonesian  foreign  economic 
policy  (FEP).  Increasingly,  however, 
overall  Indonesian  FEP  has  been  in- 

in  Canberra,  in  2002.  The  two  sides  started 
BFTA  negotiations  in  early  2003,  concluding 
their  USAFTA  by  the  end  of  2004.  This  BFTA 
scheme  has  been  operational  sijice  January  2005. 
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fluenced  by  leaders  themselves.  Apart 
from  President  S.  B.  Yudhoyono,  Jusuf 
Kalla,  the  Vice-President,  and  otliers  at  the 
ministerial  level,  such  as  Aburizal  Bakrie, 
the  People's  Welfare  Minister,  have  acti- 
vely promoted  trade  with  other  countries. 
Both  Kalla  and  Bakrie  represent  large 
conglomerates  with  extensive  business 
interests.  Kalla  owns  the  Bukaka  and 
Bosawa  Groups,  which  do  business  in 
infrastructure  construction  and  trans- 
portation, whilst  Bakrie  owns  the  Bakrie 
Group,  which  has  diverse  business 
interests  in  many  sectors,  such  as 
telecommimication,  mining,  etc.  During 
his  recent  visit  to  the  US  in  mid-2006, 
Kalla  met  with  a  group  of  American 
businessmen,  encouraging  them  to  invest 
in  Indonesia  (Suruji  2006),  and  has 
conducted  similar  talks  since  his 
appointment  as  Vice-President  in  2005. 

The  Indonesian  government's  official 
line  is  that  consultation  with  civil  society, 
including  the  private  sector,  international 
trade  experts,  and  NGOs,  is  a  necessary 
part  of  the  process  of  formulating  Indo- 
nesian trade  policy.  In  her  keynote 
address  during  the  2006  Indonesian  WTO 
Forum  conference,  entitled:  Towards  Greater 
Trade  Liberalisation:  Indonesia's  Strategy  in 
Facing  the  Challenges  of  Multilateral, 
Regional,  and  Bilateral  Trade  Negotiations, 
Dr.  Mari  Pangestu,  the  Indonesian  Trade 
Minister,  said  that  the  key  element  in 
Indonesia's  BFTA  strategy  was  to  have 
'adequate  preparations  of  our  national 
position.  This  must  mean  a  well 
coordinated  national  team  and  a  process 
of  dialogue  and  inputs  from  all  stake- 
holders in  society  ranging  from  the  private 


sector,  NGOs,  parliamentary  members  and 
society  at  large.  There  [should  be]  a 
dialogue  process,  ...  an  input  process,  and 
...  a  public  education  process'.  These 
sectors  of  society  are  generally  regarded 
as  consumer  groups,  and  are  considered 
key  domestic  interest  groups  by  Indo- 
nesian bureaucrats  (Pambudi  and  Chandra 
2006:  108),  though  consumer  groups 
themselves  admit  that  they  have  little 
influence  in  the  overall  direction  of  Indo- 
nesian trade  policy.' 

In  reality,  business  groups  and  the 
academic  community  are  the  most  capable 
of  exerting  influence  on  Indonesian  trade 
policy.  NGO  activists  often  complain  that 
civil  society  participation  in  international 
trade  policy-making  is  still  limited  to 
traditional  interest  groups,  such  as  the 
Indonesian  Chambers  of  Commerce  and 
Industry  {Kamar  Dagang  dan  Industri 
Indonesia/KADIN),  other  business  asso- 
ciations, and  a  handful  of  trade  experts.^" 
Even  members  of  the  business  community 
feel  that  the  government  has  often 
neglected  their  interests  in  trade  policy- 
making processes."  Historically,  KADIN's 


9  An  informal  discussion  was  conducted 
with  Indah  Sukmaniiigsih,  former  Director  of 
the  Indonesian  Consumers  Organization 
{Yayasan  Lembaga  Konsumen  Indonesia/  YLKI)  on 
11  November  2006. 

10  An  interview  was  conducted  with  David 
Ardian,  Executive  Director,  Nastari,  on  13 
October  2006,  and  with  Adriana  Venny, 
Researcher,  Journal  Perempuan,  on  27  September 
2006. 

1'  An  interview  was  conducted  with  Sofyan 
Wanandi,  Head  of  tlie  hutonesian  Entrepreneur 
Association  [Aso^iasi  Pcngusaha  Indonesia/ 
APINDO),  which  is  also  under  the  umbrella 
of  KADIN,  on  12  October  2006. 
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position  in  international  trade  issues  was 
generally  protective.  Ii-^  the  past,  KADIN 
often  fought  hard  to  maintain  high  tariffs 
to  support  its  large  conglomerate  members 
who  enjoyed  the  trade  monopoly  that  re- 
sulted from  the  covmtry's  closed  economic 
system.  In  recent  years,  KADIN,  along 
with  other  Indonesian  business  associ- 
ations, has  pushed  the  Indonesian  govern- 
ment to  pursue  BFTAs.  The  overwhelming 
assumption  is  that  KADIN  is  neo-liberal 
in  its  approach  to  FEP,  but  its  support 
for  BFTAs  is  for  defensive  reasons. 

Apart  from  the  role  played  by  Presi- 
dent Yudhoyono  in  initiating  economic 
partnerships  with  Indonesia's  major 
trading  partners,  the  fact  that  Indonesia's 
competitors  also^pursue  a  BFTA  strategy 
also  plays  a  part  in  influencing  the  push 
towards  BFTAs  by  Indonesian  major 
exporters. In  fact,  Indonesia  is  actually  a 
reluctant  free  trader.  When  Rini  Soewandi 
was  Trade  Minister  during  the  Megawati 
administration,  the  USTR  approached  her 
to  discuss  a  possible  BFTA  between  the 
two  countries.  At  that  first  meeting  it  was 
agreed  that  some  feasibility  studies  would 
be  carried  out  in  the  immediate  future. 
However,  the  Indonesian  Economic  Co- 
ordinating Minister,  Dorodjatun 
Kuncorojakti,  felt  that  a  BFTA  was  not 
part  of  the  government's  main  agenda  at 
the  time.  As  a  result,  the  feasibility  study 
was  never  conducted  even  when 
Soewandi  was  replaced  by  Pangestu. 


'2  An  interview  was  conducted  with  Dr. 
Hadi  Soesastro,  Executive  Director  of  tlie 
Centre  for  Strategic  and  International  Studies 
(CSIS),  on  19  October  2006. 


Some  Lessons  to  Learn 

So  far,  Indonesia  has  only  one  working 
BFTA,  the  ASEAN-China  Free  Trade 
Agreement  (ACFTA),  and  is  currently 
negotiating  the  Indonesia-Japan  Economic 
Partnership  Agreement  (IJEPA).  The 
government's  failure  to  involve  civil 
society  groups  in  the  negotiations  with 
China  was  made  up  for  during  the  IJEPA 
negotiations.  The  ACFTA  was  imple- 
mented without  even  ratification  from  the 
House  of  Representatives  {Dewan  Perwakil- 
an  Rakyat/DFR),  and  was  enacted  vmder 
Presidential  Decree  No.  48/2004  by 
President  Megawati.  Similarly,  during  the 
first  two  Joint  Study  Groups  between 
Japan  and  Indonesia,  only  representatives 
from  the  business  community  and 
academics  took  part  in  the  process.  After 
learning  about  the  process  from  a  national 
newspaper,  one  trade  advocacy  group,  the 
Institute  for  Global  Justice  (IGJ)  submitted 
a  letter  to  the  Ministry  of  Trade  sug- 
gesting that  the  broad-based  participation 
of  civil  society  groups  in  the  JSG  and 
subsequent  IJEPA  negotiations  was  a 
necessity  (Institute  for  Global  Justice  2005). 
NGOs  and  other  grass-roots  organizations 
were  invited  to  participate  in  subsequent 
JSCs  and  in  the  IJEPA  negotiations. 
FoUowiiig  this  move,  in  2005  the  Indo- 
nesian Ministry  of  Foreign  Affairs  and  the 
Ministry  of  Trade,  along  with  national  and 
international  NGOs,  such  as  IGJ,  TWN, 
Oxfam  America,  Novib,  and  the  Asia- 
Pacific  Network  for  Food  Sovereignty 
(APNFS),  initiated  a  series  of  seminars  on 
BFTAs  in  the  country. 

Despite  the  increased  participation  of 
NGOs  and  grass-roots  organizations  in 


66 


THE  INDONESIAN  QUARTERLY,  VOL.  35,  No.  I,  2007:  53-77 


BFTA  policy-making  processes,  problems 
still  prevail  in  terms  of  the  wider  parti- 
cipation of  civil  society  groups  and  the 
ability  of  NGOs  and  grass-roots  orga- 
nization to  influence  trade  policy-making 
in  Indonesia.  There  are  at  least  five  key 
obstacles  preventing  Indonesian  NGOs 
and  grass-roots  organizations  from  parti- 
cipating in  BFTA  decision-making  process. 
First,  given  the  number  of  such  organi- 
zations in  Indonesia,  it  has  become 
difficult  for  the  Indonesian  government  to 
identify  which  domestic  interest  groups, 
apart  from  the  private  sector,  academics, 
and  a  handful  of  trade-advocacy  NGOs, 
can  make  a  significant  contribution  to  the 
trade  policy-making  process.  Second, 
NGOs  and  grass-roots  organizations 
themselves  still  lack  confidence  about  the 
complexity  of  the  issues  being  discussed 
(e.g.,  market  access,  tariff,  non-tariff 
barriers,  specific  service  sector  issues,  go- 
vernment procurement,  etc.).  For  example, 
during  the  consultation  process  with 
domestic  interest  groups  prior  to  the 
commencement  of  the  fourth  round  of 
Japan-Indonesia  JSG  talks,  farmer  organi- 
zations that  participated  in  the  event 
remained  virtually  speechless,  and 
admitted  to  the  author  they  had  difficulty 
understanding  the  substance  of  the 
discussion. 

Third,  although  invited  to  participate 
in  BFTA  negotiations,  such  as  the  IJEPA 
negotiation  process,  lack  of  funding  was 
a  key  obstacle  for  NGOs  and  grass-roots 
organizations.  BFTA  negotiations  were 
normally  conducted  in  the  countries 
involved  in  the  agreement.  In  the  case  of 
IJEPA,  Indonesian  NGOs  and  grass-roots 


organizations  found  it  difficult  to  attend 
the  negotiation  process  when  it  (the  event) 
took  place  in  Japan.  Even  the  vast  geo- 
graphical size  of  Indonesia  makes  it 
difficult  for  NGOs  and  grass-roots 
organizations  to  participate  in  negotiations 
even  when  they  take  place  in  their  own 
coimtry.  Fourth,  some  Indonesian  bureau- 
crats are  not  keen  to  involve  members  of 
parliament  in  the  policy-making  process." 
Top  Indonesian  trade  officials  and  di- 
plomats fear  that  consultations  with 
members  of  parliament  will  take  up  too 
much  time  when  negotiations  should  be 
quickly  finalized.  In  the  case  of  IJEPA, 
Indonesian  trade  officials  face  a  major 
dilemma.  On  the  one  hand,  most  officials 
agree  that  consultations  with  members  of 
parliament  and  domestic  interest  groups 
are  crucial  to  making  a  soimd  and  solid 
agreement  with  the  Japanese.  On  the  other 
hand,  they  are  imder  pressu'-e  from  com- 
mitments made  by  their  political  leaders, 
who  are  often  unaware  of  the  compli- 
cations and  the  potential  impacts  of  such 
economic  co-operation.  A  lengtiiy  nego- 
tiation process  is  not  acceptable  to  the 
political  leaders  of  either  country.  Japanese 
leaders,  concerned  about  the  increased 
competition  from  Cliina  who  has  signed 
ACFTAs  with  ASEAN  countries,  are 
pushing  ASEAN  countries,  including 
Indonesia,  to  make  similar  agreements 
with  them.  Indonesian  leaders,  craving 
more  investments  from  and  greater 


'3  An  informal  discussion  with  a  staff  at 
the  Ministry  of  Foreign  Affairs  was  conducted 
on  24  August  2006.  As  requested  by  the 
interviewee,  s/he  will  remain  anonymous 
tltroughoul  this  paper. 
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market  access  to  Japan,  see  IJEPA  as  an 
imperative  in  light  of  the  current  domestic 
economic  crisis. 

Fifth,  the  role  of  civil  society  groups 
in  policy-making  can  also  be  abused  by  a 
democratic  government.  Consultations 
with  civil  society  groups  are  required  in 
many  policy-making  processes  in  demo- 
cratic societies.  In  many  circumstances, 
both  governments  and  civil  society  groups 
can  agree  on  certain  things,  but  the  final 
outcome  of  the  policy  does  not  always 
reflect  the  result  of  such  consultations. 
Faith  Kasiva,  the  Director  of  an  African 
NGO,  the  Coalition  on  Violence  Against 
Women,  for  example,  once  said  that  'when 
the  government  comes  to  us,  it  is  always 
so  that  we  can  /ubberstamp  what  it  has 
already  decided  on,  [and]  these  are  not 
consultations'."  There  are  also  some 
circumstances  in  which  interactions 
between  government  and  CSOs  have 
occurred,  but  have  failed  to  translate  into 
policy.  Indonesian  NGOs  face  similar 
problems  in  interactions  with  their  govern- 
ment. The  actual  role  of  civil  society  in 
international  trade  policy-making  is  stiU 
very  limited.  Consultations  with  civil 
society  groups  are  often  used  to  justify 
policies  already  decided  upon  by  the 
government. 

Externally,  the  differences  in  the  demo- 
cratic practices  of  the  cotmtries  involved 
in  negotiations  can  also  hamper  the 
participation  of  Indonesian  NGOs  and 
grass-roots  organizations  in  the  negotiation 
process.  In  both  developed  and  deve- 


"  As  quoted  in  Mulama  (2006). 


loping  countries,  such  as  Japan  and 
Indonesia,  governments  are  chosen  to 
represent  the  interests  of  the  people  in 
international  fora.  The  key  difference 
between  the  two  governments  lies  in  the 
amount  of  resomces  (i.e.  human  resources, 
funding,  etc.)  available  for  BFTA  nego- 
tiations, including  preparations,  feasibility 
studies,  etc.  As  a  relatively  weaker  eco- 
nomy, Indonesia  has  considerably  fewer 
resources  to  spend  on  such  activities.  As 
a  result,  the  government  often  asks  civU 
society  groups  to  assist  in  preparations 
prior  to  BFTA  negotiatioris. 

With  regard  to  IJEPA,  the  Indonesian 
government  even  allowed  NGOs  to 
participate  as  part  of  its  formal  delegation. 
The  Japanese  government,  however,  might 
find  this  surprising,  thinking  that  the 
negotiation  process  should  consist  of 
government-to-government  exchanges 
only,  without  the  presence  of  civil  society 
groups.  Indonesia's  other  major  trade 
partners  from  developed  coimtries,  such 
as  the  European  Free  Trade  Association 
(EFTA),  also  fiiid  the  presence  of  NGOs 
in  BFTA  negotiations  puzzling.  A  Swiss 
trade  official,  for  example,  felt  that,  in  a 
democratic  setting,  the  government  alone 
is  chosen  by  the  people  to  represent  tlieir 
interests  in  international  negotiations.^^ 


15  A  dialogue  with  Swiss  trade  officials  was 
conducted  during  tlie  author's  trip  to  EFTA 
member  countries  between  6^  and  13"^  June 
2006.  This  was  a  campaign  trip  to  reject  the 
proposed  EFTA-hndonesia  BFTA,  and  was 
organised  by  the  Berne  Declaration  (Swiss),  the 
Norwegian  Forum  for  Environment  and  Deve- 
lopment (Norway),  and  the  Liecliteristeinsche 
Gesellschaft  fur  Umweltschutz  (Liechtenstein). 
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In  East  Asia,  however,  the  participation 
of  CSOs  in  negotiations  is  not  uncommon. 
Indeed,  as  mentioned  earlier,  represen- 
tatives from  the  business  community  and 
expert  groups  from  the  academic  com- 
munity are  often  present  at  bilateral  and 
regional  trade  initiatives.  One  common 
practice  amongst  East  Asian  states  is  the 
JSG,  which  enables  governments  and 
domestic  interest  groups  from  partici- 
pating countries  to  engage  in  open 
dialogue  and  become  familiar  with  each 
other'  concerns  and  aspirations.  The 
participation  of  NGOs  at  the  actual  BETA 
negotiating  table,  however,  is  uniquely 
Indonesian.  No  other  coimtry  has  reported 
a  similar  occurrence.  However,  the  role 
of  Indonesian  NGOs  in  these  negotiation 
processes  is  still  merely  that  of  observer, 
although  the  government  has  in  the  past 
included  NGOs  as  part  of  the  formal 
delegation.  In  future  USIETA  negotiations, 
however,  this  is  very  unlikely  as  no  NGO 
has  ever  been  reported  to  have  parti- 
cipated in  the  US-led  BETA  negotiations. 
Nonetheless,  Indonesia  has  provided  a 
model  for  civil  society  participation  in 
BETA  policy-making  processes,  which  can 
be  improved  upon  and  used  in  any 
possible  future  USIETA  negotiations. 

AN  ALTERNATIVE  MODEL  FOR  CIVIL 
SOCIETY  PARTICIPATION  IN  BETA 
POLICY-MAKING  PROCESSES 

Although  there  is  abundant  literature 
analyzing  the  trade  and  democratic 
governance  nexus,  little  direct  reference 
has  been  made  to  specific  models  for  civil 
society  participation  in  trade  decision- 
making processes.  One  such  model  for 


civil  society  participation  in  international 
institutions  can  be  seen  on  the  Globalization 
and  Poverty  website,  which  gives  details 
of  a  planned  research  project  by  Prof. 
Peter  Willets  of  the  City  University, 
London,  on  Civil  Society  Networks  in  Global 
Governance:  Models  for  Participation  in  IMF 
and  the  WTO."  Prof.  Willetts  provides 
possible  models  for  ensuring  civil  society 
groups'  participation  in  international 
economic  institutions,  such  as  the  IMF  and 
the  WTO.  The  models  include:  (1)  unstruc- 
tured and  open  access;  (2)  structured  and 
open  access;  (3)  indirect  open  access 
through  a  network;  (4)  external  cam- 
paigning by  the  network;  (5)  limited 
access  to  the  secretariat;  and  (6)  limited 
access  to  delegations.  The  imstructured 
and  open  access  approach  would  allow 
some  NGOs  to  have  direct  access  to 
policy-making  processes.  This  approach 
has  been  used  in  several  of  the  UN's 
consultative  arrangements,  including  UN 
conferences.  General  Assembly  special 
sessions,  and  in  most  specialized  agencies. 
However,  given  the  large  numbers  of 
NGOs  involved  in  these  institutions,  and 
the  limited  time  span  of  meetings,  tlnis 
might  not  be  the  best  option.  The 
structured  and  open  access  approach  puts 
all  interested  NGOs  into  several  caucuses 
based  on  their  expertise  in  order  to  avoid 
the  overwhelming  participation  of  too 
many  disparate  NGOs.  Under  this 
approach,  an  NGO  Steering  Committee  is 


'f'  For  further  infomiation  on  tliis  model, 
visit  the  Globniisntioii  and  Poverty  website, 
accessed  on  21  November  2006,  at:  http:// 
www.gapresearch.org/governance/ 
civilsocietymore.html 
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established  as  a  mechanism  for  facilitating 
and  enhancing  the  participation  and  input 
of  a  wider  range  of  NGOs. 

The  indirect  and  open  access  through 
a  network  approach  means  that  NGOs  are 
allowed  to  form  a  coalition  which  is 
formally  recognised  by  either  governments 
or  international  governing  bodies.  This 
model  generates  success  when  different 
groups  are  united  on  a  simple  policy  goal. 
However,  given  the  diversity  of  issues 
related  to  trade,  it  might  be  difficult  for  a 
wide  range  of  NGOs  to  agree  on  one 
united  opinion  to  put  forward  to  govern- 
ments or  international  governing  bodies. 
As  an  alternative,  several  different  re- 
cognised networks  could  be  created 
amongst  NGOs.  External  campaigning  by 
a  network,  on  the  other  hand,  allows  an 
issue-based  coalition  to  concentrate  on 
public  mobilisation  and  to  operate  without 
any  access  to  the  institutions  it  advocates 
to.  Some  international  coalitions,  such  as 
the  Jubilee  2000  Coalition,  which  is  a 
network  of  third  world  debt  campaigners, 
social  movements,  people's  organizations, 
communities,  NGOs,  and  political  groups, 
have  never  been  granted  formal  status  to 
engage  with  international  institutions,  but 
are  capable  of  exerting  significant  in- 
fluence on  policies.^^  Finally,  the  last  two 


The  Jubilee  South  Coalition  has  members 
from  over  40  countries  from  Latin  America, 
the  Caribbean,  Africa,  and  the  Asia-Pacific.  It 
was  formally  constituted  in  the  November  1999 
South-South  Summit,  held  in  Johannesburg, 
South  Africa,  which  brought  together  119 
leaders  and  representatives  from  various 
groups  from  35  countries.  The  Coalition  first 
began  in  1997  and  1998  when  various  un- 
related initiatives  and  exchanges  took  place 
amongst  groups  from   those  regions  on 


models,  which  allow  for  limited  access  to 
the  secretariat  and  limited  access  to 
delegations,  give  civil  society  groups  the 
opportunity  to  engage  in  policy  dialogue 
with  representatives  of  international  insti- 
tutions and  to  be  included  in  formal 
government  delegations  respectively. 

In  Indonesia,  civil  society  groups,  parti-  • 
cularly  NGOs  and  grass-roots  organi- 
zations, have  been  involved,  to  some 
degree,  in  some  of  the  models  mentioned 
above.  The  question  now  is  how  and  to 
what  extent  can  the  participation  of  NGOs 
and  grass-roots  organizations  be  ensured 
and  institutionalised  in  Indonesian  trade 
policy-making  processes.  Another  impor- 
tant- issue  is  the  extent  to  which  NGOs 
should  be  part  of  the  policy-making  pro- 
cess. After  all,  it  might  not  be  in  the  inte- 
rests of  NGOs  to  be  part  of,  or  trapped 
in,  official  government  bureaucracy.  As 
mentioned  earlier,  engagement  between 
the  Indonesian  government  and  members 
of  civil  society  groups  in  trade  policy- 
making processes  is  not  new.  The  Indone- 
sian WTO  Forum^^  as  well  as  public 
hearings  held  with  hidonesian  trade  offi- 
cials, have  been  the  common  mechanisms 
through  which  NGOs  and  grass-roots 
organizations,  along  with  other  civil  so- 
ciety groups,  find  a  cliannei  for  their  input 


common  themes.  The  dream  of  tlie  South- 
South  process  was  to  articulate  a  united  pers- 
pective, position,  and  agenda  on  various 
issues,  thus  building  a  global  campaign 
network.  Further  information  about  the  Jubilee 
South  Coalition  can  be  found  at:  http:/ / 
www.jubileesouth.org 

'8  The  Indonesian  WTO  Forum  is  a  loose 
network  of  individuals  from  the  bureaucracy, 
the  academic  community,  the  business 
community,  and  NGOs  who  are  concerned 
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to  national  trade  policy.  However,  most 
(of  the)  existing  mechanisms  in  place  (and 
activities)  to  ensure  civil  society  partici- 
pation in  trade  policy-making  processes 
have  so  far  been  ad  hoc  in  nature. 

To  address  the  problem  of  the  complex 
nature  of  (Moreover,  given  the  complexity 
of)  the  substance  and  process  of 
international  trade  negotiations,  as  well  as 
to  improve  co-ordination  amongst  related 
government  institutions,  the  Indonesian 
government  has  set  up  the  International 
Trade  Negotiation  National  Team  (Tim 
Nasional  Perundingan  Perdagangan  Interna- 
tional/ TimNasPPI),  ratified  by  Presidential 
Decree  No.  28/2005  (18  October  2005) 
(Miljani  2006).^'  Currently,  however, 
TimNasPPI  is  composed  mainly  of 
government  officials  at  the  ministerial  and 
echelon  1  level.  The  only  civil  society 
element  in  TimNasPPI  is  from  KADIN. 
Yet  many  trade-advocacy  NGO  activists 
argue  that  existing  trade  policy-making 
and  consultation  mechanisms,  such  as  the 


Indonesian  WTO  Forum  and  TimNasPPI, 
are  still  too  exclusive,  and  that  their 
memberships  should  be  broadened.^" 

Many  prominent  figures  believe  that 
civil  society  engagement  in  trade  policy- 
making processes  should  be  more  insti- 
tutionalised and  structured?  structuraUzed. 
For  the  purpose  of  discussion,  the  author 
proposes  a  model,  called  the  Indonesian 
CSOs-Trade  Policy  Makers  Consultative 
model,  thereafter  referred  to  as  the 
CTPMC  model  (refer  to  Diagram  8.1.). 
This  is  by  no  means  a  perfect  government- 
civil  society  consultative  model,  and  can 
and  should  be  developed  and  adapted 
according  to  the  circumstances  it  serves. 
The  model  is  built  out  of  several  cases  of 
institutionalized  civil  society  engagement 
with  international  institutions  and  the 
aforementioned  Willet's  model,  but  has 
bpen  adapted  to  suit  the  dynamics  of  civU 
society-government  relations  in  Indonesia. 
This  model  has  both  internal  and  external 
dimensions.  The  internal  dimension  refers 


about  the  WTO  and  other  international  trade 
issues.  For  its  members,  the  Forum  acts  as  a 
platform  for  discussion  for  those  who  observe 
and  have  expertise  in  international  trade 
issues.  This  Forum  was  established  on  the  2"^ 
February  2003,  and  was  initiated  by  the  Inter- 
national Trade  Co-operation  division  at  the 
Ministry  of  Foreign  Affairs  as  a  result  of  va- 
rious consultations  with  the  Ministry  of  Trade 
and  other  non-state  stakeholders.  Members  of 
the  Indonesian  WTO  Forum  are  expected  to 
bring  their  expertise  to  international  trade 
issues  arising  for  discussion  in  the  Forum. 

TimNasPPI  is  involved  with:  (1)  analyz- 
ing the  substance,  process,  outcome,  impacts, 
and  other  aspects  discussed  in  an  international 
negotiation;  (2)  preparing  and  formulating  the 
position  and  strategy  of  the  Indonesian 


government  in  an  international  negotiation 
based  on  comprehensive  and  co-ordinated 
national  interests.  TimNasPPI  is  headed  by  the 
Minister  of  Trade,  with  guidance  from  the 
Economic  Co-ordinating  Minister.  Members  of 
TimNasPPI  include  all  echelon  1  officials  from 
related  government  institutions  and  the  Vice- 
President  of  KADIN,  as  well  as  a  group  of 
individuals  in  tlie  Advisory  Group.  If  deemed 
necessary,  TimNasPPI  is  allowed  to  promote 
expert  staff  from  the  Advisory  Group,  the 
academic  community,  trade  practitioners, 
industrial  associations,  and  NGOs. 

20  Interviews  were  conducted  with  Bonnie 
Setiawan,  the  Executive  Director  of  IGJ,  and 
Hira  Jhamtani,  a  Research  Associate  at  the 
TWN,  on  20  November  2006  and  21  November 
2006  respectively. 
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to  the  engagement  process  between 
TimNasPPI  and  civil  society  groups, 
including  business  associations,  the 
academic  community,  and  NGOs.  After 
all,  trade  negotiations  do  not  only  affect 
businesses,  but  also  wider  elements  of 
society.  The  business  association  category 


is  included  in  order  that  the  business 
community  should  not  get  special 
treatment  in  the  policy-making  process. 
The  external  dimension  refers  to 
goverrunent-CSO  public  relations,  as  well 
as  relations  between  trade  partners, 
government,  and  CSOs. 


Diagram  1 

Internal  Dimension  of  the  CSOs-Trade  Policy  Makers  Consultative  (CTPMC) 
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Based  on  the  subjects  being  discussed 
in  trade  negotiations  (refer  to  Diagram 
8.1.)/  the  internal  dimension  of  CTPMC 
includes  three  layers:  (1)  TimNasPPI;  (2) 
the  Trade  Policy  Consultative  Forum 
(TPCF);  and  (3)  several  Working  Groups 
(WGs).  In  this  proposed  model, 
TimNasPPI  consists  mainly  of  trade- 
related  government  officials,  without  the 
membership  of  KADIN.  The  role  of 
TimNasPPI  in  the  poUcy-making  process 
should  stand  as  it  is.  This  section  is 
focused  mainly  on  the  role  of  TPCF  and 
each  of  the  WGs  underneath  it.  Civil 
society  groups  can  be  divided  into,  let  us 
assume,  seven  working  groups,  which 
include:  (1)  the  Agricultural  Sector  WG; 
(2)  the  Manufacturing  Sector  WG;  (3)  the 
Service  Sector  WG;  (4)  the  Investment 
WG;  (5)  the  Litellectual  Property  Rights 
WG;  (6)  the  Regional  and  Bilateral  Trading 
Arrangement  WG;  and,  (7)  the  Trade-Flus 
WG.  Sector-specific  business  associations, 
trade  experts,  and  NGOs  should  belong 
to,  but  not  be  limited  to,  at  least  one  of 
these  WGs.  The  Trade-Plus  WG,  mean- 
while, is  a  working  group  that  discusses 
any  trade-related  issues,  such  as  trade  and 
development,  trade  and  poverty  reduction, 
etc.  Discussions  in  each  of  these  WG 
should,  therefore,  be  sector-specific. 
Alternatively,  specific  trade  officials,  and/ 
or  members  of  parliament,  may  also  join 
discussions  at  the  WG  level  so  as  to 
clarify  government  policy  and/or  to 
enhance  and  improve  debate  and  dis- 
cussions in  the  WGs. 

Inputs  and  policy  recommendations 
from  each  of  these  WGs  would  be  floored 
at  the  TPCF,  sometimes  before  the  actual 


trade  negotiations  take  place.  The  TPCF 
also  allows  for  possible  consensus  to  be 
reached  amongst  the  various  WGs.  The 
idea  of  mixing  members  of  different  civil 
society  groups  (i.e.  business  community, 
academics,  NGOs,  etc.)  into  these  WGs  is 
to  ensure  ample  space  and  time  for  civil 
society  groups  and  trade  officials  to 
exchange  views,  and  to  limit  useless  and 
lengthy  debates  and  arguments  amongst 
civil  society  groups  at  the  TCPF.  This  also 
ensures  that  the  inputs  and  recommen- 
dations passed  to  the  TimNasPPI  are 
comprehensive,  constructive,  and  weU  co- 
ordinated. Discussion  amongst  civil  society 
groups  could  or  should  be  done  at  the 
WG  level. 

•  Once  discussions  have  taken  place, 
inputs  and  recommendations  can  be 
transformed  into  a  policy  proposal  by  the 
TimNasPPI,  which  is  then  adopted  as  the 
government's  official  position  in  interna- 
tional negotiations.  Subsequently,  the 
government's  final  decision  should  once 
again  be  discussed  with  domestic  interest 
groups  at  the  TPCF  level.  However,  those 
elements  of  the  government's  position 
classified  as  national  secrets  would  not  be 
fully  disclosed  at  the  TPCF,  and  would 
be  kept  in  confidence  by  government 
officials  and  those  involved  in  the 
TimNasPPI.  At  this  point,  those  involved 
in  the  TPCF  may  also  decide  whether 
certain  elements  can  or  cannot  be  distri- 
buted to  the  public.  This  is  crucial,  given 
the  possibility  that  the  inappropriate 
disclosure  of  information  could  benefit 
Indonesia's  trade  partners. 

As  mentioned  earlier,  the  external 
dimension  of  tlie  CTPMC  model  refers  not 
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only  to  relations  between  the  government, 
civil  society  groups,  and  the  public  at 
large,  but  also  to  relations  between 
government,  civil  society  groups,  and  the 
coiintry's  trade  partners.  The  goverrmient- 
CSOs-public  relationship  allows  civil 
society  groups  to  carry  out  public  cam- 
paigns to  either  support  and /or  criticize 
proposed  trade  policies  discussed  or 
debated  at  WG  and  /  or  TPCF  levels.  One 
potential  issue  concerns  what  sort  of  infor- 
mation should  or  should  not  be  dis- 
seminated to  the  public.  To  ensure  that 
civil  society  groups  are  independent  from 
government  influences,  such  dissemination 
should  be  carried  out  based  on  the  policy 
pursued  by  each  civil  society  group. 
However,  certain  norms  would  probably 
be  required  to  ensure  that  what  is  deemed 
highly  important  by  trade  negotiators, 
such  as  sensitive  information  that  might 
jeopardise  Indonesia's  position  vis-a-vis  its 
trade  partners,  should  not  be  revealed  to 
the  public. 

Meanwhile,  the  government-CSOs- 
trade  partners  relationship  allows  civil 
society  to  participate  in  international  trade 
Join  Study  Groups  (JSGs)  and  negotiations 
as  observers.  However,  three  potential 
difficulties  may  arise  from  this.  One  re- 
lates to  how  able  tiie"  "Indonesian  govern- 
ment is  to  pressurise  its  trade  partners  to 
allow  civil  society  organizations  observer 
status.  As  discussed  earlier,  trade  partners 
from  more  developed  nations  might  not 
be  keen  to  allow  the  participation  of  civil 
society  groups  in  the  negotiation  arena.  It 
is  up  to  Indonesian  trade  officials  to  con- 
vince their  counterparts  that  negotiations 
can  only  proceed  with  the  inclusion  of 


civil  society  participation.  The  second 
potential  problem  is  choosing  which  civil 
society  groups  should  be  allowed  par- 
ticipation in  the  negotiation  arena.  It 
might  be  difficult  for  the  government  to 
grant  observer  status  to  himdreds  of  civil 
society  groups.  A  better  idea  would  be  to 
ensure  the  four  basic  categories  of  civU 
society  organizations,  including  the 
business  community,  academics,  NGOs, 
and  grass-roots  organizations,  be  granted 
observer  status.  In  each  of  the  category, 
civil  society  groups  could  decide  amongst 
themselves  which  groups  should  represent 
them  in  the  negotiation  arena.  The  final 
potential  problem  lies  in  the  issue  of 
financial  support  for  civil  society  groups 
granted  observer  statuses.  A  developing 
coimtry,  such  as  Indonesia,  will  struggle 
to  provide  such  financial  support,  but 
every  effort  should  be  made  to  provide 
assistance  to  financially  challenged  groups 
invited  to  the  negotiation  process.  Appeals, 
for  example,  can  be  made  to  international 
and/ or  regional  independent  funding 
agencies  for  support  to  enable  these 
groups  to  attend  and  observe  negotiations. 

The  CTPMC  model,  however,  is  not  a 
perfect  model  for  Indonesian  civil  society 
groups'  participation  in  trade  policy- 
making process.  Nonetheless,  this  model 
should  at  least  initiate  further  debate  on 
the  development  of  similar  models  for 
democratic  governance  in  trade  policy- 
makiiig  processes.  The  model  proposed 
here  can  be  improved  to  further  suit  the 
needs  of  both  Indonesian  key  trade 
domestic  interest  groups  and  policy- 
makers. For  example,  both  the  problem 
of  information  dissemination  to  the  public 
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Diagram  2. 
External  Dimension  of  CTPMC  Model 
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—  Participation  in  BFTA  negotiation  processes  with  observer  status 

Dissemination  of  information  on  the  outcomes  and  impacts  of  BFTA  negotiations 


and  the  issue  of  civil  society  groups' 
participation  in  the  negotiation  arena  can 
be  discussed  further.  Most  importantly, 
however,  future  debate  should  be  en- 
couraged amongst  all  interested  parties  to 
eventually  agree  on  an  appropriate  model 
for  civil  society  participation  in  the  trade- 
policy  making  process. 

CONCLUDING  REMARKS 

This  paper  has  provided  an  extensive 
analysis  of  the  relationship  between  trade 
and  democracy,  and  the  ways  in  which 
free  trade  might  hamper  democracy.  The 
trade-democracy  nexus  itself  has  not  been 
extensively  analysed  in  the  context  of 
Indonesia.  The  importance  of  this  analysis 
is,  therefore,  very  significant  for  a  number 


of  reasons.  First,  Indonesia  is  currently 
imdergoing  a  number  of  BFTA  negotia- 
tions and  initiatives,  as  well  as  preparing 
for  other  BFTA  negotiations  with  different 
trade  partners.  Second,  Indonesia  needs  to 
structure  and  institutionalize  civil  society 
involvement  in  trade  policy-making 
processes.  Despite  an  increase  in  con- 
sultations between  government  ^fficials 
and  domestic  interest  groups,  the 
Indonesian  government  still  needs  to 
improve  relations  with  civil  society  groups 
in  trade  decision-making  processes,  which 
are  presently  still  dominated  by  the 
business  and  academic  communities. 
Moreover,  in  the  context  of  a  possible 
BFTA  between  Indonesian  and  the  US,  it 
is  imperative  that  both  governments 
respect  democratic  processes.  US  govern- 
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ment  BFTAs  are  well  known  for  their 
secrecy  and  non-inclusiveness.  However, 
given  the  potentially  significant  impacts 
of  a  USIFTA  on  the  livelihoods  of  people 
in  both  nations,  the  USIFTA  negotiation 
process  should  be  made  as  open,  trans- 
parent and  inclusive  as  possible. 
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East  Asia's  Institutional  Identity: 

"Community"  or  Less? 

Hadi  Soesastro 


INTRODUCTION 

THIS  RESEARCH  paper  addresses 
the  question  of  what  East  Asia 
integratiori  should  aim  to  achieve 
within  a  reasonable  timeframe  of  10  to  20 
years,  an  East  Asian  Community  (EAC) 
or  an  East  Asia  Free  Trade  Area  (EAFTA)? 
This  question  is  of  policy  relevance  to  the 
region  as  it  is  in  search  of  an  institutional 
identity. 

There  is,  however,  still  a  great  deal  of 
confusion  about  what  an  East  Asian 
Commtmity  entails.  Its  meaning  has  not 
been  clarified  amongst  regional  cotmtries. 
Generically  speaking,  the  word  Commu- 
nity could  be  used  to  indicate  a  construct, - 
in  fact  any  construct,  which  is  formed  by 
the  consent  of  the  respective  parties  to 
achieve  a  common  goal. 

An  Economic  Community  is  a  distinct 
phase  in  the  process  towards  deeper 
economic  integration.  It  has  been  given  a 
rather  precise  meaning  in  many  textbooks. 
It  is  a  phase  in  economic  integration  that 
is  sort  of  the  end  phase  of  economic 
integration,  namely  the  creation  of  an 


Economic  Union  in  which  there  is  mo- 
netary union. ^  Textbooks  have  been 
inspired  by  the  evolution  of  regional 
economic  integration  in  Europe.  There  is 
a  logical  sequence  in  the  different  phases 
towards  the  creation  of  an  Economic 
Union,  beginning  with  a  Free  Trade  Area 
(FTA),  followed  by  a  Customs  Union,  a 
Common  Market,  and  subsequently  an 
Economic  Community.  This  sequence 
reflects  some  order  of  liberalization. 
However,  there  is  no  reason  why  any 
other  region  should  follow  the  path  of  the 
European  Union  (EU).  In  Europe,  several 
countries  formed  the  European  Free  Trade 
Area  (EFTA)  and  have  not  gone  beyond 
this.  Another  group  of  countries  imme- 
diately formed  a  Customs  Union  and 
moved  towards  deeper  integration  while 
expanding  the  members  and  today 
becomes  the  EU  of  25  coimtries.  Tliere  is 
also  no  reason  why  tlie  word  Community 


'  A  monetary  union  uses  a  common 
currency  liial  is  issued  by  one  central  bank, 
sucli  as  the  Euro  that  is  issued  by  the 
iiuropean  Central  Bank  located  in  Frankfurt, 
Germany. 
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should  be  understood  as  that  used  by 
Europe.  It  could  be  a  matter  of  agreement 
amongst  the  parties  forming  a  Community. 

In  East  Asia  the  desire  to  form  a 
Community  (with  a  capital  C)  may  have 
its  origin  in  the  concept  of  "regional 
community  building"  (community  with  a 
small  c).  Regional  corrununity  building  can 
be  seen  as  a  post-Cold  War  approach  in 
Asia  to  create  a  regional  order.  This 
regional  order  goes  beyond  the  traditional 
concept  of  a  balance  of  power.  During  the 
Cold  War,  a  regional  order  was  imposed 
upon  East  Asia,  and  that  regional  order 
was  largely  influenced  by  the  East-West 
divide.  East  Asia  now  wants  to  craft  a 
regional  multilateral  order  that  promotes 
peace  and  prosperity  through  mutual  trust 
and  respect  and  in  the  spirit  of  coope- 
ration. The  new  regional  order,  including 
the  regional  economic  order,  will  be  built 
on  voluntary  decisions  and  not  as  impo- 
sition by  any  power  as  was  the  concept 
of  an  East  Asian  greater  prosperity  sphere 
of  some  seventy  years  ago. 

COMMUNITY  BUILDING  IN  EAST 
ASIA 

Asia  Pacific  Economic  Cooperation  or 
APEC  is  the  first-  product  of  this  post- 
Cold  War  era  which  involves  East  Asian 
economies.  In  fact,  East  Asian  economies 
form  the  core  members  of  APEC.  When 
foreign  and  economic  ministers  of  12  Asia 
Pacific  countries  gathered  in  Canberra, 
Australia,  seventeen  years  ago  they 
embarked  on  a  process  of  regional  eco- 
nomic cooperation  as  a  means  to  promote 
"regional  community  building."  From  the 


outset  East  Asian  participants  recognized 
the  importance  of  involving  the  United 
States  in  the  process.  Although  the  United 
States  is  not  an  Asian  power,  its  critical 
role  in  the  region's  security  earns  her  a 
legitimate  place  in  East  Asia.  In  addition, 
her  economic  involvement  in  the  region 
is  huge.  The  term  "Asia  Pacific"  has  been 
created  to  capture  this  geopolitical  and 
geo-economic  reality,  and  is  used  to  justify 
the  incorporation  of  the  United  States  into 
this  process. 

In  the  United  States  the  concept  of 
"regional  community  building"  is  not 
readily  understood  and  accepted  as  it  is 
in  East  Asia.  This  creates  tensions  within 
APEC  that  will  not  be  resolved  easily.  The 
United  States  can  understand  what  a 
Community  is,  as  used  by  the  Europeans, 
but  it  does  not  see  the  desire  to  turn 
APEC  into  such  a  Community.  Some 
Americans  have  focused  on  its  more 
"limited"  version,  namely  the  creation  of 
a  Free  Trade  Area  of  the  Asia  Pacific 
(FTAAP).^  This  proposal  has  been  tabled 


2  C.  Fred  Bergsten,  Director  of  tine  Institute 
of  International  Economics  (TIE)  in  Washington, 
D.C.  is  one  of  the  main  proponents  of  FTAAP. 
He  was  the  chair  of  the  APEC  Eminent 
Persons  Group  (EPG)  in  the  early  1990s,  and 
in  that  position  lie  was  already  in  favor  of 
turning  APEC  into  a  Free  Trade  Area.  Tlie 
EPG,  however,  proposed  a  "compromise" 
arrangement  that  becomes  known  as  the  Bogor 
Goals  of  achieving  free  and  open  trade  and 
investment  in  the  region  (in  2010  for  the 
developed  members  and  2020  for  the 
developing  members).  It  is  not  an  FTA  because 
the  liberalization  will  not  be  discriminatory 
(but  on  an  MFN  basis)  and  it  does  not  involve 
a  negotiation.  Instead,  a  unique  modality  called 
concerted  unilateral  liberalization  has  been 
adopted  and  this  modality  is  supposed  to 
work  through  peer  pressure. 
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in  APEC  for  the  past  three  years  or  so, 
but  no  agreement  on  it  has  been  reached.^ 
NAFTA  (North  American  Free  Trade 
Area)  is  the  type  of  the  more  limited 
integration.  It  is  also  not  about  regional 
commtinity  building,  something  which  is 
not  in  tlie  American  lexicon.  The  United 
States  is  said  to  want  to  bring  up  this 
proposal  in  the  coming  APEC  meeting  in 
Hanoi.  It  is  unlikely  that  it  will  ever  see 
the  light  of  the  day. 

Given  the  different  views  and  ac- 
ceptance of  the  concept  of  community 
building  among  its  members,  APEC  will 
continue  to  have  to  struggle  with  the 
implementation  of  the  concept.  Some  have 
suggested  that  APEC  should  abandon  this 
concept  all  together.  However,  this  will 
take  away  the  main  attraction  of  APEC 
to  East  Asia.  APEC's  main  challenge  is  to 
show  that  the  "soft"  approach  of  regional 
commvinity  building  can  produce  concrete 
results.  An  examination  of  options  for 
APEC  to  do  so  is  beyond  the  scope  of 
this  research  paper.  It  should  be  noted, 
however,  that  APEC  has  been  designed 
as  just  one  of  the  pillars  of  a  regional 
order  for  the  Asia  Pacific,  the  other  being 
the  ASEAN  Regional  Forum  (ARE)  that 
promotes  a  multilateral  approach  to 
regional  security.  Initially  the  United 
States  was  strongly  opposed  to  this 
approach  as  its  security  relations  with  the 
region  is  based  on  bilateral  military  and 
defense  alliances  with  several  countries  in 


3  APEC  leaders  did  not  even  agree  to  just 
undertake  a  study  of  the  FTAAP.  The  APEC 
Business  Advisory  Council  (ABAC)  has 
sponsored  studies  of  the  FTAAP  at  its  own 
initiative. 


the  region.  As  the  ARF  is  not  meant  to 
replace  the  web  on  bilateral  alliances  but 
introduces  a  multilateral  layer  as  an 
additional  security  blanket  for  the  region, 
the  United  States  has  come  along.  Here 
too,  ARF's  challenge  is  to  show  that  by 
this  approach  the  process  can  move  up 
from  confidence  building  measures  to 
preventive  diplomacy  and  eventually  to 
conflict  resolution. 

A  different  development  is  taking  place 
in  Southeast  Asia  today.  ASEAN,  the 
Association  of  Southeast  Asian  Nations, 
the  oldest  regional  cooperation  arrange- 
ment in  East  Asia,  has  decided  to  embark 
on  a  process  towards  the  creation  of  an 
ASEAN  Community.  In  2003,  the  ASEAN 
leaders  declared  that  "An  ASEAN  Com- 
munity shall  be  established  comprising 
three  pillars,  namely  political  and  securit}' 
cooperation,  economic,  cooperation,  and 
socio-cultural  cooperation  that  are  closely 
intertwined  and  mutually  reinforcing  for 
the  purpose  of  ensuring  durable  peace, 
stability  and  shared  prosperity  in  the 
region."''  They  also  agreed  to  realize  tlie 
ASEAN  Cormmmity  by  2020.  Each  of  the 
tliree  pillars  is  being  pursued  tlirough  an 
action  plan  that  is  elaborated  in  tlie  so- 
called  Vientiane  Action  Program  (VAP).^ 

The  ASEAN  Economic  Community 
(AEC)  as  described  in  tlie  Declaration  "is 
the  realization  of  tlie  end-goal  of  economic 
integration  ...  to  create  a  stable,  pros- 


See  Declaration  of  ASEAN  Concord  II  (Bali 
Concord  II),  Bali,  Indonesia,  7  October  2003. 

The  Vientiane  Action  Program  (VAP)  2004- 
2010  was  agreed  upon  by  tlie  ASEAN  leaders 
in  Vientiane,  Laos,  on  29  November  2004. 
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perous  and  highly  competitive  ASEAN 
economic  region  in  which  there  is  a  free 
flow  of  goods,  services,  investment  and  a 
freer  flow  of  capital  Furthermore,  the 
AEC  shall  establish  ASEAN  as  a  single 
market  and  production  base.  In  August 
2006  ASEAN  Economic  Ministers  pro- 
posed that  the  target  date  for  acliieving 
the  AEC  be  brought  forward  from  2010 
to  2015.  A  blueprint  is  currently  being 
drafted  as  a  guide  to  realizing  the  AEC 
in  2015. 

In  the  ASEAN  Plus  Three  (APT), 
leaders  have  yet  to  decide  on  what 
direction  to  take.  The  East  Asia  Vision 
Group  (EAVG),  set  up  by  the  leaders, 
recommended  in  its  2001  Report,  Towards 
an  East  Asian  commiinity,  that  East  Asia 
should  move  "from  a  region  of  nations  to 
a  bona  fide  regional  community  where 
collective  efforts  are  made  for  peace,  pros- 
perity and  progress.  The  economic  field, 
including  trade,  investment,  and  finance, 
is  expected  to  serve  as  the  catalyst  in  this 
community-building  process."  One  of  its 
key  recommendations  is  the  formation  of 
an  East  Asia  Free  Trade  Area  (EAFTA). 
An  East  Asia  Study  Group  (EASG), 
consisting  of  officials,  was  established  by 
the  leaders  with  the  mandate  to  assess 
the  recommendations  of  the  EAVG,  and 
to  propose  "a  practical  number  of  concrete 
measures  that  should  be  given  high  prio- 
rity and  are  relatively  easy  to  carry  out." 

On  the  EAFTA  proposal,  the  EASG 
was  of  the  view  that  it  will  help  boost 
intra-regional  trade  and  investment.  Its 


6  Declaration  of  ASEAN  Concord  II. 


establishment  may  take  the  form  of  en- 
compassing the  bilateral  and  sub-regional 
FTAs.  It  also  stated  that  the  establishment 
of  an  EAFTA  should  take  into  account 
the  differences  in  economic  development 
of  East  Asian  countries.  The  Report  of  the 
EASG  placed  the  formation  of  an  EAFTA 
as  "a  long-term  goal,  taking  into  account 
the  variety  of  differences  in  developmental 
stages  and  the  varied  interests  of  the 
countries  in  the  region."  The  officials 
covild  not  hide  their  cautious  stance  in 
endorsing  EAFTA.  They  proposed  that 
East  Asian  governments  conduct  a  study 
on  the  impacts  of  an  EAFTA  on  the 
region. 

This  suggestion  was  taken  up  at  the 
APT  Summit  in  Vientiane  in  November 
2004.  Leaders  exchanged  views  on  the 
establishment  of  an  EAFTA  and  welcomed 
the  decision  by  the  APT  Economic  Minis- 
ters to  set  up  an  expert  group  to  conduct 
a  feasibility  study  of  EAFTA.  A  Joint 
Expert  Group  QEG)  for  Feasibility  Study 
on  EAFTA  was  established  in  2005.  The 
JEG  Report,  Towards  an  East  Asia  FTA: 
Modality  and  Road  Map,  was  submitted  to 
APT  Economic  Ministers  and  APT  leaders 
in  July  2006. 

Building  a  regional  commimity  is  the 
big  vision  that  drives  the  process  of 
regional  cooperation  and  integration 
efforts  in  East  Asia.  It  needs  to  be  ad- 
mitted that  regional  community  building 
is  a  broad  and  open-ended  concept. 
Therefore,  the  process  towards  this  goal 
tends  to  be  all  embracing  and  often  lacks 
a  clear  focus.  The  appeal  of  an  FTA  is 
that  it  is  a  concrete  construct  with  clearly 
defined  targets  and  timelines,  and  as  it  is 
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a  binding  agreement,  its  details  have  to 
be  carefiolly  negotiated. 

The  idea  of  EAFTA  has  been  placed 
on  the  agenda  of  the  APT.  It  is  seen  as 
an  important  element  in  an  East  Asian 
commimity.  The  newly  established  pro- 
cess, the  annual  East  Asia  Summit  (EAS), 
which  added  Australia,  India,  and  New 
Zealand,  is  also  seen  as  a  process  that 
could  contribute  to  East  Asia  community 
building.  As  it  is  now  defined,  the  EAS 
differs  from  the  APT  in  that  it  is  largely 
a  forum  for  dialogue  on  strategic  issues. 
The  process  is  said  to  be  "leaders-led," 
meaning  that  it  can  have  a  flexible  and 
broad  agenda  in  accordance  with  what  the 
leaders  deem  relevant.  This  forum  is  no 
less  important  for  community  building  as 
political  and  strategic  developments  in  the 
East  Asian  region  cannot  be  taken  for 
granted.  Compared  to  other  parts  of  the 
world.  East  Asia  does  not  have  a  high- 
level  regional  forum  for  political  and 
strategic  issues.  Dialogues  in  the  EAS 
could  lead  to  agreements  to  take  actions 
on  specific  problems  such  as  on  dealing 
with  the  avian  flu.  The  EAS  need  not  ne- 
cessarily develop  institutions  or  mechan- 
isms to  implement  them.  Instead,  it  can 
assign  the  tasks  to  existing  bodies,  such 
as  the  ARE,  APT,  ESCAP,  the  ADB,  or 
even  APEC. 

Japan  has  recently  proposed  the  idea 
of  a  Comprehensive  Economic  Partnership 
in  East  Asia  (CEPEA)  to  involve  all  16 
members  of  the  EAS.  This  proposal 
appears  to  compete  with  EAFTA  since 
APT  members  cannot  pursue  both  FTAs 
in  parallel.  The  one  will  have  to  give  way 
to  the  other.  However,  it  is  perhaps  not 


surprising  that  despite  some  objections 
and  hesitations  on  the  part  of  some 
members.  East  Asian  governments  have 
agreed  to  undertake  a  study  on  the  idea 
of  CEPEA,  to  be  launched  in  early  2007. 

The  many  overlapping  proposals  and 
studies  could  lead  to  greater  confusion  in 
the  region.  More  importantly,  they  divert 
attention  away  from  the  real  efforts  to 
implement  various  initiatives  towards 
deeper  integration  that  are  already  on  the 
agenda  of  APT  as  weU  as  of  ASEAN  and 
APEC.  Greater  efforts  should  be  made  to 
undertake  serious  and  systematic  deli- 
berations on  how  to  translate  the  concept 
of  commimity  building  in  East  Asia  into 
concrete  actions. 

Prime  Minister  Abdullah  Badawi  from 
Malaysia  has  stated  that  the  East  Asian 
community  is  already  "work-in  progress".' 
The  concept  itself  could  well  evolve  in 
the  course  of  that  work-in-progress.  In 
fact,  APT  leaders  have  already  referred 
to  an  East  Asian  Community  (with  a 
capital  C).  In  Vientiane  in  November  2004, 
they  agreed  to  establish  an  East  Asian 
Community  (EAC),  but  qualified  it  by 
stating  that  this  is  a  long-term  objective.* 
As  it  is  a  long-term  objective  tliey  hax^e 
left  it  open-ended  and  open  for  various 
interpretations.  It  is  not  clear  whether  they 
do  understand  what  tliey  have  comniitted 
themselves  to. 


7  See  Badawi  (2004). 

8  See  "Strengthening  ASEAN+3  Cooperat- 
ion", Chairman's  Statement  of  the  8tli  ASEAN+ 
3  Summit,  Vientiane,  29  November  2004. 
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FTAs  IN  EAST  ASIA 

An  EAC,  however  defined,  will  go 
beyond  the  formation  of  an  EAFTA.  In 
other  words,  EAC  will  be  much  more  far 
reaching  than  EAFTA.  More  immediate 
attention  shotild  be  given  to  finding  the 
best  option  to  create  an  EAFTA.  Different 
approaches  to  forming  EAFTA  have  been 
suggested.  One  approach  is  through  {3  x 
(ASEAN+1)),  namely  by  building  on  the 
separate  free  trade  agreements  between 
ASEAN  and  the  Plus  Three  countries 
(China,  Japan,  Korea).  The  second  is  to 
first  develop  an  arrangement  in  Northeast 
Asia  (China,  Japan,  Korea),  and  sub- 
sequently link  it  to  ASEAN.  The  third  is 
an  ASEAN+3  process.  Although  no  efforts 
have  been  made  to  forge  an  agreement 
amongst  East  Asian  governments  on 
which  approach  to  take,  ASEAN  is 
already  negotiating  FTAs  with  the  Plus 
Three  countries.  Perhaps,  as  suggested 
earlier  by  the  EASG,  these  bilateral  FTAs 
between  ASEAN  and  its  Dialogue  Partners 
are  seen  as  the  most  promising  building 
blocks  towards  the  creation  of  an  EAFTA. 

It  will  be  useful  to  examine  whether 
indeed  these  bilateral  agreements  can 
eventually  be  "amalgamated"  into  a  re- 
gional agreement. 

ASEAN  +1  Initiatives 

These  initiatives  began  with  the  ap- 
proaches by  China.  Prior  to  this,  ASEAN 
on  its  part  did  not  regard  free  trade  areas 
(FTAs)  as  a  major  element  in  its  inter- 
national economic  diplomacy.  ASEAN's 
own  economic  integration  has  been  the 


priority  following  the  decision  in  1992  to 
form  an  ASEAN  Free  Trade  Area  (AFTA), 
which  was  followed  by  initiatives  in  the 
fields  of  investment  (AIA,  the  ASEAN 
Investment  Area)  and  services  (AFAS,  the 
ASEAN  Framework  Agreement  on  Ser- 
vices), and  a  few  other  measures.  Beyond 
AFTA,  it  has  directed  its  trade  liberali- 
zation efforts  at  the  multilateral  level,  in 
particular  the  WTO's  Doha  Development 
Agenda.  At  the  regional  level,  ASEAN 
members  of  APEC  attempt  to  conti- 
nuously improve  their  Individual  Actions 
Plans  (lAPs)  under  the  region's  modality 
of  concerted  unilateral  liberalization  towards 
free  and  open  trade  and  investment  in  the 
region  in  2010/2020  (the  APEC  Bogor 
Goals).  APEC,  as  distinct  from  WTO,  is  a 
voluntary  and  non-binding  process,  and 
ASEAN  members  were  comfortable  with 
this. 

In  2001,  at  the  ASEAN-China  Simmiit 
in  Bandar  Seri  Begawan,  China  came  up 
with  a  proposal  to  establish  an  ASEAN- 
China  Free  Trade  Area  within  ten  years. 
It  was  initially  understood  in  many 
quarters  in  ASEAN  that  the  agreement 
reached  at  that  Summit  was  only  to  study 
the  proposal.  However,  without  much 
fuss,  the  two  sides  were  already  engaged 
in  a  negotiation.  Within  one  year,  at  the 
Summit  meeting  in  Phnom  Penh  in 
November  2002,  the  Heads  of  State  of 
ASEAN  and  China  were  ready  to  sign  a 
Framework  Agreement  on  Comprehensive 
Economic  Cooperation  (CEC),  which 
included  an  FTA. 

There  is  no  doubt  that  China's  pro- 
posal essentially  was  politically  motivated, 
but  China  and  ASEAN  both  saw  the 
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economic  significance  of  the  initiative.' 
However,  the  process  appeared  to  have 
been  driven  largely  by  China.  Having 
participated  in  a  lengthy  and  difficult 
process  of  WTO  accession,  China  has 
acquired  sufficient  expertise  to  negotiate 
a  trade  deal.  The  deal  was  made  attractive 
for  ASEAN  with  the  introduction  of  an 
Early  Harvest  program.  In  a  way,  it  can 
be  said  tliat  ASEAN,  at  least  initially,  was 
dragged  along  by  China.  China's  initiative 
was  immediately  followed  by  a  proposal 
from  Japan.  This  was  to  be  expected  as 
Japan  naturally  did  not  want  to  be  left 
out.  Since  then  ASEAN  has  been  courted 
by  other  countries  and  have  entered  into 
an  agreement  with  a  few  other  coimtries. 
However,  to  date  there  is  as  yet  no 
ASEAN  document  that  clearly  spells  out 
ASEAN's  strategy  of  engagement  in  the 
FT  As  with  its  trading  partners. 

ASEAN-China 

The  Framework  Agreement  on  CEC 
contains  three  elements:  liberalization, 
facilitation,  and  economic  cooperation.  In 
addition,  it  has  a  provision  on  the  me- 
chanism to  implement  the  Agreement, 
including  a  dispute  settlement  mechanism. 
The  liberalization  element  covers  trade  in 

..Jr-  - 

goods,  trade  in  services,  and  investment. 
In  the  context  of  liberalization,  the  Agree- 
ment provides  for  special  and  differential 
(S&D)  treatment  and  flexibility  to  the 
newer  ASEAN  members  as  well  as 
flexibility  to  address  sensitive  areas. 


9  See  Sheng  (2002);  and  Soesastro  (2003). 


The  Framework  Agreement  contains  an 
Early  Harvest  program  that  covers  all 
products  in  chapters  01  to  08  at  the  8/9 
digit  level  (HS  Code):  live  animals;  meat; 
fish;  diary  produce;  other  animals  pro- 
ducts; live  trees;  edible  vegetables;  and 
edible  fruits  and  nuts.  Products  under  this 
program  are  divided  into  three  categories 
for  tariff  reduction  and  elimination,  but 
tariffs  will  have  to  be  brought  to  zero  for 
all  three  categories  withia  three  years. 
However,  the  program  allows  for  an 
Exclusion  List  and  different  timeframes 
between  the  ASEAN-6  (Brunei,  Indonesia, 
Malaysia,  Philippines,  Singapore  and 
Thailand)  and  the  CLMV  (new  members- 
Cambodia,  Laos,  Myanmar  and  Vietnam), 
fpr  whom  zero  tariffs  will  be  reached  in 
2010.  Initially  it  was  thought  that  China 
would  offer  the  Early  Harvest  program 
on  a  non-reciprocal  basis,  but  tliis  turned 
out  not  to  be  the  case.  Moreover,  some 
agricultural  commodities  of  great  interest 
to  ASEAN,  such  as  rice  and  palm  oil, 
were  excluded  from  the  program.  Some 
ASEAN  countries  (e.g.,  the  Philippines) 
did  not  immediately  join  the  program. 

Beyond  the  Early  Harvest,  tariff 
reduction  and  elimination  will  be  pursued 
along  two  tracks,  the  normal  track  and 
the  sensitive  track.  Applied  MFN  tariffs 
of  products  listed  in  the  normal  track 
should  be  gradually  reduced  or  eliminated 
in  accordance  with  specified  schedules 
and  rates  over  a  period  from  1  January 
2005  to  2010  for  ASEAN-6  and  China,  and 
over  a  period  from  1  January  2005  to  2015 
for  CLMV.  Reduction  of  tariffs  of  products 
in  the  Sensitive  List  will  be  in  accordance 
with  mutually  agreed  end  rates  and  end 
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dates.  The  number  of  products  in  the 
Sensitive  List  is  subject  to  a  maximum 
ceiling,  also  to  be  mutually  agreed  upon. 

The  Framework  Agreement  was 
amended  on  6  October  2003.  The  Protocol 
of  amendment  incorporated  the  Rules  of 
Origin  (ROO)  applicable  to  the  products 
covered  under  the  Early  Harvest  program. 
It  also  included  subsequent  Early  Harvest 
agreements  between  some  ASEAN  mem- 
bers and  China,  and  it  clarified  the  imple- 
mentation of  the  provision  of  the  program 
as  well  as  the  terms  and  conditions  for 
the  acceleration  of  the  tariff  reduction  and 
elimination  through  bilateral  or  plurilateral 
agreements. 

The  negotiation^on  the  FTA  for  goods 
(beyond  the  Early  Harvest)  was  to  be 
concluded  by  30  June  2004.  This  was  a 
rather  ambitious  timeframe,  and  indeed, 
the  deadline  was  missed.  The  parties 
could  not  agree  on  the  maximum  number 
of  tariff  lines  in  the  sensitive  list.  Ho- 
wever, as  political  leaders  were  deter- 
mined to  begin  the  process  of  tariff 
reduction  and  elimination  on  1  January 
2005,  a  compromise  was  struck,  and 
Ministers  were  able  to  sign  an  agreement 
at  the  ASEAN  Summit  in  Vientiane  in 
November  ^004.  This  does  suggest  the 
importance  of  setting  target  dates. 

The  Agreement  on  Trade  in  Goods  of 
the  Framework  Agreement  on  CEC,  or  for 
short,  the  ASEAN-China  FTA  (ACFTA), 
is  only  the  first  portion  of  a  series  of 
agreements  to  implement  the  Framework 
Agreement.  At  the  Vientiane  Summit, 
Ministers  also  signed  an  Agreement  on 
Dispute  Settlement  Mechanism  of  the 


Framework  Agreement  on  CEC.  They  will 
be  followed  by  an  agreement  on  services, 
an  agreement  of  investment,  and  other 
agreements.  It  is  indeed  rather  surprising 
that  ASEAN  and  China  were  able  to 
produce  those  two  agreements  within  a 
short  time. 

The  ACFTA  contained  the  modality  for 
tariff  reduction  and  elimination  for  tariff 
lines  both  in  the  normal  track  and  the 
sensitive  track.  In  the  normal  track  there 
are  three  sets  of  schedules.  The  first 
applies  to  ASEAN-6  and  China.  The 
implementation  wiU  begin  on  1  July  2005, 
when  applied  MFN  tariff  rates  will  be 
brought  down  to  20%,  15%,  10%  and  5% 
for  tariffs  still  above  5%.  By  2007  they 
will  be  reduced  to  12%,  8%  and  5%,  and 
by  2009  to  5%  and  0%,  and  finaUy  by 
2010  all  rates  will  become  zero.  The 
second  schedule  applies  only  to  Vietnam, 
where  all  tariffs  will  be  brought  down  to 
0%  in  2015.  The  third  schedule  applies  to 
Cambodia,  Laos  and  Myanmar,  where 
some  tariffs  will  still  be  higher  than  in 
Vietnam's  schedule,  but  from  2011 
onwards  they  will  be  the  same. 

In  addition,  agreement  was  also 
reached  to  bring  as  many  tariff  lines  to 
the  0-5%  range.  For  instance,  for  ASEAN- 
6  and  China,  by  1  January  2007  at  least 
60%  of  tariff  lines  placed  in  the  normal 
track  must  be  reduced  to  0-5%.  However, 
some  "flexibility"  is  allowed  in  2010, 
whereby  up  to  150  tariff  lines  could  still 
have  tariffs  but  should  be  eliminated  not 
later  than  1  January  2012.  For  the  CLMV 
countries,  this  flexibility  allows  for  having 
tariffs  on  up  to  250  tariff  lines  to  be 
eliminated  not  later  tiian  1  January  2018. 
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In  terms  of  tariff  lines  in  the  sensitive 
track,  the  Agreement  subjects  the  number 
of  tariff  lines  to  a  maximum  ceiling.  Tariff 
lines  in  the  sensitive  track  are  further 
classified  into  Sensitive  List  and  Highly 
Sensitive  List.  For  ASEAN-6  and  China, 
the  maximimi  ceiling  is  400  tariff  lines  at 
the  HS  6-digit  level  and  10%  of  total 
import  value,  based  on  2001  statistics.  The 
Highly  Sensitive  List  should  have  not 
more  than  40%  of  the  total  number  of 
tariff  lines  in  the  sensitive  track  or  100 
tariff  lines  at  the  HS  6-digit  level,  which- 
ever is  lower.  For  CLMV,  the  maximum 
ceiling  is  500  tariff  lines.  To  note,  tariff 
lines  at  the  HS  6-digit  level  for  the 
ASEAN-6  countries  varies  between  5,600 
(Philippines)  and  10,400  (Malaysia).  The 
number  of  tariff  lines  in  the  Sensitive  and 
Highly  Sensitive  Lists  is  shown  in  Table 
1.  Applied  MFN  tariff  rates  in  the  Sen- 
sitive List  must  be  reduced  to  20%  not 
later  than  1  January  2012  and  to  0-5%  not 


later  than  1  January  2018.  For  CLMV 
countries,  the  target  dates  are  1  January 
2015  and  1  January  2020,  respectively.  In 
any  case,  the  sensitive  track  will  be 
reviewed  in  2008. 

The  modaUty  for  tariff  reduction  and 
elimination  in  this  Agreement  resembles 
AFTA's  CEPT  (Common  Effective  Prefe- 
rential Tariff)  reduction  scheme.  Expe- 
rience in  AFTA  suggests  that  this 
modality  does  result  in  reductions  in 
accordance  with  the  schedule  and  in  fact 
also  encourages  acceleration  in  the 
reduction  and  the  progressive  transfer  of 
tariff  lines  from  the  seiisitive  track  to  the 
normal  track. 

.  The  Rules  of  Origin  (ROO)  for  the 
ACFTA  as  stipulated  in  the  Agreement 
(Annex  3)  are  as  follows:  "a  product  shall 
be  deemed  to  be  originating  if:  (i)  Not 
less  than  40%  of  its  content  originates 
from  any  Party;  or  (ii)  If  the  total  value 


Table  1.  ASEAN-China  FTA:  Tariff  Lines  in  Sensitive  and  Highly  Sensitive  Lists 

(HS  6-digit) 

Country  Sensitive  Highly  Sensitive 


Brunei 

66 

34 

Cambodia 

350 

— 150 

Indonesia 

349 

50 

Lao  PR 

88 

30 

Malaysia 

272 

96 

Myanmar 

271 

0 

Philippines 

267 

77 

Singapore 

1 

1 

Thailand 

242 

100 

Vietnam 

China 

161 

100 
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of  the  materials,  parts  or  produce  ori- 
ginating from  outside  of  the  territory  of  a 
Party  (i.e.  non-ACFTA)  does  not  exceed 
60%  of  the  FOB  value  of  tlie  product  so 
produced  or  obtained  provided  that  the 
final  process  of  the  manufacture  is  per- 
formed within  the  territory  of  the  Party." 
In  addition  the  Cumulative  Rule  of  Origin 
applies  provided  that  the  aggregate 
ACFTA  content,  i.e.  full  ctimulation,  appli- 
cable among  all  Parties,  on  the  final  pro- 
duct is  not  less  than  40%.  Also,  products 
that  satisfy  the  Product  Specific  Rules,  i.e. 
products  that  have  undergone  sufficient 
transformation  in  a  Party,  v/ill  be  treated 
as  originating  goods  of  that  Party.  The 
ROO  in  the  ACFTA  is  also  similar  to  that 
in  AFTA.  It  is  relatively  simple  and  quite 
liberal.  In  fact,  ACFTA  should  be  com- 
mended for  this,  and  perhaps  illustrates 
"best  practice"  in  this  regard. 

It  is  also  to  be  noted  that  the  ACFTA 
explicitly  adopts  GATT  1994  provisions  on 
national  treatment  on  internal  taxation  and 
regulation,  transparency,  BOP  safeguard 
measures.  It  also  abides  to  the  provisions 
of  the  WTO  disciplines  on,  among  other 
things,  non-tariff  measures,  technical  bar- 
riers to  trade,  sanitary  and  phyto-sanitary 
measures,  subsidies  and  countervailing 
measures,  anti-dumping  measures  and 
intellectual  property  rights.  The  Agree- 
ment on  Dispute  Settlement  centers  on 
arbitral  proceedings  in  case  consultations 
fail  to  settle  a  dispute.  The  Agreement 
stipulates  the  appointment,  composition, 
functions  and  proceedings  of  Arbitral 
Tribunals.  It  enters  into  force  on  1  January 
2005.  How  well  this  mechanism  will 
function  will  be  known  only  when  it  is 


being  used.  This  mechanism  is  perhaps 
more  straightforward  than  the  one 
recently  adopted  by  ASEAN  as  part  of 
its  efforts  to  reaUze  the  AEC  (ASEAN  Eco- 
nomic Community).  The  ASEAN  mechan- 
ism is  yet  to  be  tested  as  well. 

The  ACFTA  might  become  a  model  for 
other  ASEAN  FTAs,  particularly  if  the 
partner  country  is  a  developing  country. 
It  should  be  noted  that  while  tariff 
reduction  and  elimination  are  scheduled 
to  be  completed  in  2010  for  the  ASEAN-6 
and  China,  and  2015  for  the  CLMV 
countries  for  the  normal  track,  reduction 
of  tariff  lines  in  the  sensitive  list  (to  0- 
5%)  could  be  extended  to  2018  and  2020, 
respectively.  It  should  be  in  the  interest 
of  ASEAN  and  China  to  try  to  accelerate 
this  process.  The  modality  adopted  in  the 
Agreement  can  accommodate  this.  Ho- 
wever, political  wiU  has  to  be  there  for 
this  to  happen.  It  also  should  be  noted 
that  the  ACFTA  is  only  the  first  step  in 
the  implementation  of  the  Framework 
Agreement.  Negotiating  an  agreement  in 
services  and  investment  may  prove  to  be 
more  difficult.^"  The  Agreement  also  has 
an  economic  cooperation  component,  but 
it  will  not  be  easy  to  agree  on  its  mechan- 


ic Negotiations  for  trade  in  services  are  on- 
going. The  issues  of  permanent  residents  (PR) 
and  substantive  business  operations  (SBO) 
remain  to  be  resolved.  On  investment,  two 
drafts  are  currently  being  negotiated,  and  the 
issue  of  tlie  inclusion  of  liberalization  in  tlie 
agreement  remains  outstanding.  The  ASEAN 
side  also  needs  to  resolve  issues  pertaining  to 
the  approach  to  investment  Hberalization 
(positive  or  negative  list  approacli),  and  the 
coverage  of  the  investment  agreement, 
including  the  treatment  of  5  areas  that  overlap 
with  trade  in  services. 
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ism.  It  could  well  be  that  ASEAN's  enga- 
gement in  forming  FTAs  with  various 
trading  partners  could  create  a  kind  of 
competition  that  might  lead  to  an  acce- 
leration of  their  completion. 

ASEAN  -  Japan 

In  January  2002,  during  his  visit  to 
Singapore,  Prime  Minister  Koizumi  of 
Japan  announced  Japan's  interest  to  form 
an  Economic  Partnership  agreement  with 
ASEAN,  which  might  have  a  FTA  com- 
ponent. At  the  ASEAN-Japan  Suxnmit  in 
November  2002,  in  their  Joint  Declaration 
the  Heads  of  State/Governments  agreed 
to  implement  measures  for  the  realization 
of  a  Comprehensive  Economic  Partnership 
(CEP),  including  elements  of  a  possible 
FTA,  which  should  be  completed  as  soon 
as  possible  within  10  years.  A  Committee 
was  established  to  draft  a  framework  for 
the  realization  of  an  ASEAN-Japan  CEP. 

In  October  2003  in  Bali  ASEAN  and 
Japan  signed  a  Framework  for  Compre- 
hensive Economic  Partnership  (CEP).  Both 
sides  agreed  to  adhere  to  the  following 
principles: 

(a)  The  ASEAN-Japan  CEP  should 
involve  all  ASEAN  members  and 
include  a  broad  range  of  sec-tors 
focusing  on  liberalization,  facili- 
tation and  cooperation  activities; 

(b)  The  integrity,  solidarity  and  inte- 
gration of  ASEAN  will  be  given 
consideration  in  the  realization  of 
the  ASEAN-Japan  CEP; 

(c)  The  Agreement  should  be  consistent 
with  the  rules  and  disciplines  of  the 
WTO  Agreement; 


(d)  Special  and  differential  treatment 
should  be  provided  to  ASEAN 
members  in  recognition  of  their  dif- 
ferent levels  of  economic  develop- 
ment, and  additional  flexibility 
should  be  accorded  to  the  newer 
ASEAN  members; 

(e)  Flexibility  should  be  given  to 
address  the  sensitive  sectors  in  each 
ASEAN  member  and  Japan;  and 

(f)  Technical  cooperation  and  capacity 
building  programs  should  also  be 
considered. 

The  ASEAN-Japan  CEP  differs  from 
ACFTA  in  that  it  will  not  have  an  Early 
Harvest  program.  The  Japanese  side  has 
insisted  that  the  Agreement  should  be  a 
"single  undertaking".  The  negotiations 
began  in  April  2005  and  are  to  be 
concluded  within  two  years.  It  remains 
to  be  seen  whether  such  a  single  under- 
taking could  be  negotiated  within  this 
time  frame."  Both  sides  want  to  realize 
the  Agreement  by  2012. 


11  Immediately  after  the  launch,  the  nego- 
tiations have  stalled  and  were  resumed  only 
in  April  2006.  A  stumbling  block  was  Japan's 
proposed  plan  to  remove  trade  barriers  on  mo- 
re than  90%  of  goods  between  the  two  sides. 
However,  ASEAN  proposed  a  100%  tariff  cut 
ill  all  of  tlie  goods  from  the  grouping  to  Japan, 
while  seeking  some  exceptions  in  goods  from 
Japan.  ASEAN  which  has  been  in  FTA  talks 
with  China,  South  Korea,  Australia  and  New 
Zealand  have  created  tariff-cutting  frameworks 
in  their  respective  negotiations.  In  those 
frameworks,  the  parties  can  unilaterally  declare 
a  limited  number  of  items  to  bo  excluded  from 
trade  liberalization  so  that  politically  sensitive 
goods  would  be  immune  to  drastic  tariff  re- 
ductions. But  Japan  docs  not  want  to  adopt 
this  practice  and  instead  is  seeking  to  discuss 
tariff  elimination  of  each  item  by  exchanging 
requests  and  offers. 
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An  Agreement  with  Japan,  being  a 
developed  economy,  must  strictly  adhere 
to  Article  XXIV  of  the  WTO  to  cover 
substantially  all  trade.  There  cannot  be  a 
long  Exclusion  List  of  sensitive  items  as 
in  the  ACFTA  that  could  avail  itself  of 
the  WTO  enabling  clause.  Nonetheless 
ASEAN  and  China  agreed  to  limit  the  so- 
called  sensitive  track  to  10%  of  total 
import  value.  The  Japanese  side  has  made 
it  known  that  in  their  understanding 
"substantially  all  trade"  could  mean  at 
least  90%  of  the  value  of  trade.  This  still 
has  to  be  negotiated  with  ASEAN.  It 
should  also  be  closely  observed  whether 
the  ASEAN-Japan  CEP  will  adopt  an 
equally  simple  and  liberal  Rules  of  Origin 
(ROO)  as  in  AFTA  and  ACFTA. 

The  problem  with  the  ASEAN-Japan 
negotiations  is  that  several  ASEAN 
countries  have  and  are  negotiating 
separate  bilateral  FTAs  with  Japan.  The 
Japan-Singapore  agreement  (JSEPA)  has 
come  into  effect  in  November  2002,  and 
was  the  first  FTA  for  Japan.  Agreements 
have  also  been  signed  in  2006  between 
Japan  and  the  Philippines  as  well  as 
Malaysia.  The  Japan-Thailand  EPA  has 
been  agreed  in  principle  in  September 
2005  but  no  further  moves  will  be  taken 
until  a  new  government  will  be  installed' 
in  Thailand  following  an  election  that  is 
planned  for  2007.  Indonesia  has  begun  the 
negotiations  with  Japan  in  July  2005  but 
is  unlikely  to  reach  a  conclusion  at  the 
end  of  December  2006. 

The  CEP  between  ASEAN  and  Japan 
signed  in  Bali  stipulated  that  schedules 
of  liberalization  concessions  between  Japan 
and  individual  ASEAN  countries  that 


have  concluded  a  bilateral  FTA  or  EPA 
(Economic  Partnership  Agreement)  will 
not  be  renegotiated  and  will  be  annexed 
to  the  ASEAN-Japan  CEP  Agreement.  The 
bilateral  agreement  between  Japan  and 
Singapore  has  adopted  an  ROO  that  is 
less  liberal  than  AFTA  and  ACFTA.  It  is 
not  immediately  clear  how  ASEAN 
countries  will  deal  with  this  problem. 

The  above  suggests  the  difficulties  in 
Japan's  dual  strategy  in  negotiating  free 
trade  agreements  with  ASEAN,  namely 
with  ASEAN  as  a  group  and  selectively 
with  certain  ASEAN  countries.  The 
strategy  is  to  move  faster  on  the  latter.  It 
has  been  said  that  the  origin  of  this  dual 
strategy  was  bureaucratic  in  that  METI 
was  championing  for  an  agreement  with 
ASEAN,  while  Gaimusho  (MOFA)  pre- 
ferred bilateral  agreements.  MOFA 
thought  that  it  would  be  very  difficult  for 
Japan  to  have  FTAs  with  the  CLMV 
countries. 

How  Japan  will  handle  this  problem 
in  the  ASEAN-Japan  CEP  is  unclear.  It 
can  make  use  of  the  S&D  principle  to 
provide  a  longer  time  frame  for  the 
CLMV  countries  as  in  the  case  of  ACFTA. 
The  focus  of  tlie  agreement  with  CLMV 
could  initially  be  on  facilitation  and 
cooperation.  Tlie  ASEAN-Japan  CEP  could 
end  up  as  essentially  an  umbrella  agree- 
ment for  separate  FTAs  with  different 
timelines.  It  is  unclear  whether  this  is 
consistent  witli  the  principle  of  a  single 
undertaking. 

In  this  sense,  the  agreement  with  Japan 
will  be  different  from  the  agreement  with 
China  in  that  the  ASEAN-Japan  agreement 
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will  clearly  be  of  a  hub  and  spoke  nature, 
with  Japan  as  the  hub.  This  is  the  reason 
why  quietly  there  is  a  great  deal  of  un- 
happiness  in  ASEAN  with  the  way  the 
ASEAN-Japan  process  has  unfolded.  It  is 
also  likely  going  to  be  the  slowest  among 
the  Plus  Three  countries  in  concluding  an 
agreement  with  ASEAN. 

ASEAN  -  Republic  of  Korea  (ROK) 

Of  the  Plus  Three  coxmtries  Korea  was 
least  eager  to  involve  in  the  bilateral  FTA 
game  with  ASEAN.  Then  President  Kim 
Dae-jung  was  more  interested  in  pro- 
moting the  idea  of  an  East  Asia  com- 
mxmity.  His  successor.  President  Roh,  also 
focuses  his  attention  on  some  new 
initiatives  in  Northeast  Asia,  where  Korea 
will  play  a  role  as  a  business  hub.  In  the 
end,  however,  Korea  felt  that  it  cannot 
afford  to  be  left  behind  by  the  other  Plus 
Three  countries. 

A  Joint  Declaration  on  Comprehensive 
Cooperation  Partnership  (CCP)  was  signed 
at  the  Summit  in  Vientiane  in  November 
2004.  The  agreement  described  the 
establishment  of  an  ASEAN-Korea  FTA 
(AKFTA)  as  "a  natural  extension  of  the 
existing  relations  as  well  as  a  stepping 
s,tone  to  elevate  the  ASEAN-ROK  relation- 
ship to  a  higher  and  more  comprehensive 
level."  AKFTA  is  designed  to  be  similar 
to  other  ASEAN-  FTAs  in  terms  of  its 
comprehensive  scope  and  provision  for 
flexibility  to  deal  with  the  CLMV 
countries.  A  Framework  Agreement  on 
Comprehensive  Economic  Cooperation 
among  ASEAN  Member  Countries  and 
Korea  and  an  Agreement  on  Dispute 


Setrtement  Mechanism  (under  the  Frame- 
work Agreement)  were  signed  in 
December  2005. 

While  AKFTA  was  conceived  at  a 
much  later  date  than  the  other  FTAs,  the 
intention  is  to  realize  it  at  an  earlier  date, 
with  a  goal  of  achieving  as  high  a  level 
of  liberalization  as  possible,  whereby  at 
least  80%  of  products  wiU  have  zero  tariffs 
in  2009,  and  with  consideration  for  S&D 
treatment  and  additional  flexibility  for  the 
CLMV  coimtries.  AKFTA  may  well  be  the 
Agreement  that  will  drive  other  FTAs  to 
accelerate  their  implementation.  This  coiild 
substantiate  the  point  that  was  made 
earlier. 

Within  a  very  short  time,  in  May  2006 
an  Agreement  on  Trade  in  Goods  (TIG) 
under  the  Framework  Agreement  was 
"partially"  signed.  Because  of  internal 
political  changes,  Thailand  could  not  sign 
tlie  TIG  Agreement.  The  agreed  timeframe 
for  realizing  the  FTA  in  goods  is  1 
January  2008  for  Korea,  1  January  2010 
for  ASEAN  6,  1  January  2016  for  Vietnam, 
and  1  January  2018  for  CLM.  There  is, 
however,  some  flexibility  for  Korea  (to 
2010)  and  for  ASEAN  6  (to  2012). 

An  interesting  feature  of  this  agree- 
ment is  the  GIC  (Gaesong  Industrial 
Complex)  arrangement.  ASEAN  has 
agreed  to  treat  goods  produced  at  the 
Gaesong  Industrial  Complex  in  North 
Korea  as  made-in-South  Korea. ASEAN 


12  The  Gaesong  Industrial  Complex  is 
jointly  run  by  South  and  North  Korea.  It  has 
figured  highly  in  all  of  South  Korea's  FTA 
negotiations  since  the  complex  went  into 
operation  in  2004.  South  Korea  wants  to  help 
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members  still  have  to  complete  their 
individual  lists  of  products  to  be  covered 
by  this  arrangement.  Thus  far,  the  sub- 
mission from  ASEAN  6  only  covers  13 
common  items. 

ASEAN  and  Korea  have  commenced 
negotiations  on  trade  in  services.  Korea 
has  proposed  to  carve  out  the  Mode  3 
from  the  services  agreement  and  to  transfer 
it  to  the  investment  agreement.  The  two 
sides  have  also  begim  to  look  at  a  preli- 
minary text  of  the  investment  agreement. 

Other  ASEAN  FTAs 
India 

In  2002  ASEAN^and  hidia  agreed  to 
enhance  economic  cooperation  and  to 
work  towards  an  ASEAN-India  Regional 
Trade  and  Investment  Area  (RTIA). 
Amongst  the  ASEAN  countries  Singapore 
has  been  the  main  promoter  of  increased 
economic  and  trade  relations  with  India. 

In  October  2003  in  Bali  the  ASEAN 
and  India  Heads  of  State /Governments 
signed  a  Framework  Agreement  on  Com- 
prehensive Economic  Cooperation  (CEC). 
It  entered  into  force  on  1  July  2004.  This 
Framework  Agreement  is  very  similar  to, 
and  appeared  to  have  been  largely 


inspired  by,  the  ASEAN-China  Framework 
Agreement.  It  also  introduced  an  Early 
Harvest  program.  The  Early  Harvest  pro- 
gram was  to  commence  from  1  November 
2004,  with  tariff  elimination  to  be  com- 
pleted by  31  October  2007  for  ASEAN-6 
and  India,  and  31  October  2010  for  the 
CLMV  countries. 

The  schedule  of  liberalization  in  the 
normal  track  wiU  be  over  a  period  from: 
(i)  1  January  2006  to  31  December  2011 
for  Brunei  Darussalam,  Indonesia, 
Malaysia,  Singapore  and  Thailand,  and 
India;  (ii)  1  January  2006  to  31  December 
2016  for  the  Philippines  and  India;  and 
(iii)  1  January  2006  to  31  December  2016 
for  the  CLMV  coxintries.  The  timeframes 
for  liberalization  in  the  sensitive  track 
have  not  been  specified  in  the  Framework 
Agreement  and  will  be  mutually  agreed 
upon  among  the  Parties. 

However,  negotiations  have  not  pro- 
gressed well.  As  a  result,  the  implemen- 
tation date  was  postponed  from  1  January 
2006  to  1  January  2007,  but  this  might 
have  to  be  further  postponed.  In  the 
meantime,  the  Early  Harvest  Program  has 
been  dropped." 

Considerable  differences  exist  over 
rules  of  origin.  The  ROO  negotiation  was 


North  Korea  open  to  the  world  and  expand 
inter-Korean  cooperation.  But  the  matter  causes 
problems  because  it  conflicts  with  WTO 
regulations  on  tariff  exemptions  on  goods 
produced  in  third  countries.  The  9  October 
2006  North  Korean  nuclear  test  has  occasioned 
a  change  in  South  Korea's  policy  towards  the 
North  and  this  would  affect  the  Gaesong 
Industrial  Complex. 


'3  Negotiations  ran  into  difficulties  over 
India's  resistance  to  tariff  cuts  on  a  range  of 
products.  ASEAN  is  one  of  the  most  efficient 
global  producers  of  rice,  palm  oil,  plantation 
crops  (like  coffee,  tea)  and  spices  (like  pepper). 
India  has  high  agricultural  tariffs  in  the  range 
of  70-100%.  Many  of  the  Indian  producers  are 
small  and  marginal  farmers.  India  is  also 
worried  about  imports  of  manufactures  from 
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to  be  concluded  by  31  July  2004,  but  the 
deadline  was'  also  niissed.  The  Indian  side 
has  been  most  hesitant  to  adopt  ASEAN's 
simple  and  liberal  ROO,  as  applied  also 
in  the  agreement  with  China.  Recently  the 
two  sides  have  reached  an  agreement  on 
the  general  criteria  for  conferring  the 
origin  of  products  (ROO),  namely  35%  VA 
(value  added)  plus  CTH  (change  in  tariff 
heading)  plus  minimal  processing. 

Negotiations  for  the  TIG  Agreement 
have  been  practically  stalled  because  of 
India's  long  exclusion  list  that  also 
includes  products  of  major  export  interest 
to  ASEAN.  The  process  remains  uncertain. 
Nonetheless  the  two  sides  have  continued 
with  their  negotiations  on  the  dispute 
settlement  mechanism  and  have  begun  to 
discuss  on  the  basic  principles  on  trade 
in  services.  India  is  eager  to  push  for  the 
investment  negotiations  and  has  presented 
its  expectations  on  the  investment  agree- 
ment, but  nothing  is  currently  being 
undertaken  because  of  the  status  of  the 
negotiations  for  the  TIG. 

India  also  wants  to  balance  tariff  con- 
cessions on  goods  with  market  access  to 
ASEAN's  services  sectors  where  hidia  has 
recognized  global  comparative  advantage. 
Many  ASEAN  counhies  are  not  very  keen 
to  give  India  this  advantage. 


Thailand.  Initially  India  presented  an  exclusion 
list  of  1,414  products  (including  textiles,  rice, 
vegetable  oil,  and  petroleum  products)  that 
represented  44%  of  ASEAN's  total  exports  to 
India,  of  which  vegetable  oil  and  petroleum 
products  accounted  for  27%  of  ASEAN  total 
exports  to  India  in  2004.  Malaysia  is  concerned 
that  if  palm  oil,  tea,  pepper  and  textiles  are 
on  India's  negative  list,  this  would  affect  80% 
of  its  total  exports  to  India.  As  a  result  of 


Australia  and  New  Zealand 

A  linkage  between  AFTA  and  CER 
(Closer  Economic  Relations  between  Aus- 
h-alia  and  New  Zealand)  was  established 
as  early  as  September  1995.  This  led  to 
the  establishment  of  a  High  Level  Task 
Force  on  an  AFTA-CER  FTA.  The  Task 
Force  report.  The  Angkor  Agenda,  was  pre- 
sented to  Ministers  from  ASEAN, 
Australia  and  New  Zealand  on  6  October 
2000  in  Chiang  Mai  (Thailand). 

It  should  be  noted  that  the  idea  of  an 
AFTA-CER  FTA  was  proposed  at  a  much 
earlier  date  than  the  ASEAN-China  FTA. 
However,  the  AFTA-CER  FTA  discussions 
then  failed  to  lead  to  an  agreement.  The 
ASEAN  side  was  not  ready  to  embark  on 
this  initiative.  It  was  also  not  launched  at 
a  Summit  level.  Perhaps  it  was  an  idea 
whose  time  had  not  arrived.  ASEAN  did 
not  want  to  engage  in  a  narrow  FTA  and 
it  demanded  that  Australia  and  New 
Zealand  rmdertake  some  facilitation  and 
development  cooperation  efforts  as  a 
prerequisite  for  negotiating  an  FTA. 

In  September  2001  the  two  sides 
revisited  the  idea  of  promoting  closer 
economic  relations  and  endorsed  a  new 
Framework  for  AFTA-CER  Closer  Eco- 
nomic Partnership  (CEP).  In  September 

ASEAN  protests,  the  Indian  negative  list  has 
been  pruned  from  1,414  to  850.  However, 
Sonia  Gandhi  has  written  to  Indian  Prime  Mi- 
nister Singh  cautioning  him  over  the  issue  of 
farm  imports  in  FT  As.  To  protect  Indian  farmers, 
the  Indian  government  proposed  to  impose 
tariff  rated  quotas  for  the  import  of  palm  oil 
from  Malaysia  and  Indonesia;  tea,  coffee  and 
pepper  from  Vietnam.  But  ASEAN  negotiators 
so  far  are  not  willing  to  accommodate. 
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2002,  a  Ministerial  Declaration  on  the 
AFTA-CER  CEP  was  signed.  The  CEP  is 
regarded  as  a  building  block  for  greater 
economic  integration.  The  fields  of  coope- 
ration under  the  CEP  will  be  broadened 
to  include,  but  not  limited  to,  promoting 
and  facilitating  trade  and  investment, 
capacity  building,  new  economy  issues 
and  other  areas  of  cooperation. 

However,  since  relations  between 
Australia  and  some  ASEAN  countries 
were  rather  cool,  not  much  was  hap- 
pening in  terms  of  implementing  the  CEP 
agreement.  It  was  only  in  Vientiane  in 
November  2004  at  the  ASEAN-Australia 
and  New  Zealand  Commemorative  Summit 
that  the  Leaders  revived  the  idea  of  a  FTA 
between  ASEAN  and.  Australia  and  New 
Zealand.  The  Joint  Declaration  of  the 
Leaders  announced  the  launcliing  of  nego- 
tiations on  a  FTA,  to  commence  in  early 
2005  and  to  be  completed  within  two  years, 
as  is  the  case  of  the  ASEAN-Korea  FTA. 

The  Annex  to  the  Joint  Declaration 
stipulates  the  guiding  principles  for 
negotiating  a  FTA.  The  FTA  will  compre- 
hensive in  scope.  All  barriers  to  trade  in 
goods,  services  and  investment  will  be 
progressively  eliminated.  It  should  build 
on  members'  comm.itments  in  the  WTO. 
It  also  will  have  a  provision  of  flexibility 
as  in  the  other  ASEAN  FTAs.  The  hope 
is  that  the  FTA  will  be  fully  implemented 
within  10  years. 

Thus  far,  no  agreements  have  been 
reached.  In  the  area  of  TIG  the  parties 
have  reached  a  consensus  on  some  of  the 
common  elements  of  the  modality  for 
trade  in  goods.  ROO  negotiations  appear 


to  be  progressing  with  Australia  and  New 
Zealand  indicating  readiness  to  consider 
ASEAN's  proposal  for  alternative  RVC 
and  CTH  rules.  A  draft  text  of  the  services 
chapter  is  being  discussed,  and  a  draft 
text  of  the  investment  chapter  has  been 
prepared. 

The  AFTA-CER  negotiations  will  be  a 
rather  lengthy  process.  Australia  and  New 
Zealand  have  indicated  that  government 
procurement,  issues  of  labor  and  environ- 
ment will  have  to  be  addressed  as  well. 

ASSESSMENT  NO  1:  WHAT  DO  WE 
HAVE  NOW? 

In  addition  to  the  various  ASEAN+1 
initiatives  examined  above,  there  are  a 
number  of  bilateral  FTAs  among  East 
Asian  countries.  Are  they  building  blocks 
towards  a  region -wide  (East  Asian)  FTA? 
This  role  could  perhaps  be  played  by  the 
ASEAN+1  initiatives.  At  least  this  has 
been  envisioned  by  the  EAVG.  It  should 
be  recalled  that  this  has  been  regarded  as 
the  most  realistic  of  the  three  possible 
approaches  to  forming  an  EAFTA."  Let 
us  briefly  assess  what  we  now  have  in 
the  region  on  the  basis  of  which  we  might 
be  able  to  proceed  with  the  efforts  to 
forming  an  EAFTA.  ^v, . . 

First,  the  various  comprehensive  eco- 
nomic partnership /cooperation  initiatives 
have  been  dubbed  as  "FTA-plus"  and 
"WTO-plus",  ail  with  a  FTA  core. 


1''  The  two  others  are:  (a)  embarking  on  a 
region-wide  process;  and  (b)  developing  a 
Northeast  Asian  arrangement  (such  as  a  China- 
Japan-Korea  FTA)  and  linked  this  to  ASEAN 
(AFTA). 
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Second,  a  domino  effect  is  evident. 
China's  proposal  of  an  agreement  with 
ASEAN,  was  rapidly  followed  by  similar 
offers  of  comprehensive  economic  part- 
nership/cooperation from  Japan,  Korea, 
India,  and  Australia-New  Zealand.^^  Third, 
Japan  chose  both  an  ASEAN-wide  frame- 
work umbrella  ai'td  bilateral  FTA  agree- 
ments witla  individual  ASEAN  countries. 
Japan  had  a  bilateral  agreement  with 
Singapore  prior  to  the  ASEAN-wide  ini- 
tiative, but  followed  up  with  bilateral 
negotiations  with  Malaysia,  Indonesia, 
Thailand,  Philippines  and  Vietnam. 
Likewise,  Korea  and  India  have  bilateral 
agreements  with  Singapore  before  em- 
barking on  the  ASEAN-wide  agreements. 
China  embarked  on  a  bilateral  agreement 
with  Thailand  after  initiating  the  ASEAN- 
wide  agreement.  At  this  stage  of  the 
game,  it  is  unclear  what  the  relationship 
is  between  the  ASFAN-yHde  agreements 
and  the  bilateral  agreements,  in  particular 
relating  to  rules  of  origin  and  sensitive 
lists. 

Fourth,  the  scope  of  the  partnership/ 
cooperation  agreements  extends  beyond 
trade  liberalization  in  goods  to  include 
liberalization  of  trade  in  services  and 
investment;  trade  and  investment  facili- 
tation; government  procurement;  intellec- 
tual property  protection;  competition 
policy.  They  also  include  economic  and 
technical  cooperation  over  broad  areas — 
cooperation  in  the  development  of  agri- 
culture, industry,  fishery,  forestry,  energy; 
human  resources;  infrastructure;  small  and 


medium  enterprises;  science  and  tech- 
nology, information  and  communications 
technology;  and  labor  and  environment. 
Additionally,  they  include  special  and 
differential  treatment,  flexibility,  and 
capacity  building  for  the  less  developed 
CLMV. 

Fifth,  framework  agreements  were 
reached  prior  to  negotiations  on  the 
various  components  of  the  comprehensive 
partnership /cooperation  in  trade  in  goods, 
trade  in  services,  investment,  and  dispute 
settlement  mechanism.  Only  the  ASEAN- 
China  agreement  has  implemented  an 
Early  Harvest  Program,  while  the  ASEAN- 
India  agreement  abandoned  such  an 
intention.  The  trade  in  goods  agreement 
is  usually  negotiated  and  implemented 
first,  while  agreements  on  services  and 
investment  are  ongoing. 

Sixth,  there  are  varying  implementation 
and  end-dates  for  tariff  reduction/eli- 
mination  in  trade  in  goods: 

•  AFTA:  Implemented  in  January 
1993.  End-date  of  2010  for  ASEAN6 
and  2015  for  CLMV. 

•  ASEAN-China:  Implemented  in  June 

2005.  End-date  of  2010  for  ASEAN6 
and  China  and  2015  for  CLMV. 

•  ASEAN-Japan:  End-date  of  2012  for 
ASEAN6  and  Japan,  and  2017  for 
CLMV. 

•  ASEAN-Korea:  Implemented  in  July 

2006.  End-date  of  2010  for  ASEAN6 
and  Korea.  No  end-date  indicated 
for  CLMV. 


'5  The  latest  proposal  has  come  from  the 

EU. 


16  See  JEG  (2006). 
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•  ASEAN-India:  Implementation  date 
January  2007.  End-date  of  2011  for 
ASEAN5  and  India,  and  2016  for 
Philippines  and  CLMV. 

Seventh,  there  are  also  varying  rules 
of  origin,  creating  a  "spaghetti  bowl" 
effect: 

•  AFTA:  40%  VA,  amended  to 
include  CTH  and  product  specific 
rules  (PSRs) 

•  ASEAN-China:  40%  VA 

•  ASEAN-Japan:  40%  VA,  CTH  and 
PSRs 

•  ASEAN-Korea:  PSRs 

•  ASEAN-India:  35%  VA  plus  CTH 
plus  rniriimiim  processing 

Eigth,  the  ASEAN+1  initiatives  and 
other  bilateral  FTAs  have  not  been  able 
to  resolve  the  sensitive  issues  that  have 
bugged  the  WTO  negotiations.  Some 
regional  and  bilateral  agreements  may 
have  breached  the  WTO  GATT  Article 
XXIV  on  "substantially  all  trade"  and 
GATS  on  "substantial  sectoral  coverage". 
Agricultural  products  are  on  the  sensitive 
and  exclusion  lists  of  several  countries,  as 
are  textiles  and  some  other  labor-intensive 
products  and  a  range  of  service  sectors. 

Ninth,  it  appears  that  the  concept  of 
amalgamation  carmot  readily  be  used-to 
consolidate  these  various  ETA  initiatives 
into  a  single,  coherent  region-wide  ETA 
or  EAFTA.  However,  given  ASEAN's 
involvement  in  these  various  initiatives, 
ASEAN  can  still  have  a  critical  role  to 
play  in  forging  the  process  towards 
creating  an  FT  A. 

Tenth,  although  these  various  initia- 
tives may  not  become  building  blocks,  the 


processes  of  negotiating  each  FTA 
involving  the  many  East  Asian  countries 
have  become  a  valuable  learning  process 
that  can  be  brought  to  bear  in  negotiating 
an  extremely  difficult  region-wide  FTA. 
The  various  ASEAN-t-1  agreements  could 
improve  ASEAN's  market  access,  improve 
the  scope  for  scale  economies,  and 
improve  the  region's  attraction  for  foreign 
investors.  ASEAN  also  enjoys  the  political 
and  economic  benefits  of  a  "hub".  With 
each  agreement  signed  and  implemented, 
more  trade  and  investment  and  institu- 
tional and  procedural  barriers  have  come 
down  and  economic  efficiency  improved. 
The  increased  competition  from  imports 
and  foreign  suppliers  and  investors  has 
put  pressure  on  ASEAN  countries  to 
undertake  domestic  structural  and  institu- 
tional reforms  so  as  to  improve  competi- 
tiveness. However,  domestic  resistance  to 
forming  FTAs  appears  to  be  on  the  in- 
crease, not  only  in  ASEAN  (e.g.,  Thailand) 
but  also  in  many  other  East  Asia  countries 
(e.g.,  Korea).  In  fact,  one  could  already 
discern  a  slowing  down  of  the  formation 
of  FTAs  in  the  region. 

ASSESSMENT  NO  2:  HOW  FAR  CAN 
WE  GO? 

Where  to  Go  From  Here? 

First  to  establish  is  a  clear  idea  as  to 
where  East  Asia  should  be  heading.  Both 
the  idea  of  an  EAFTA  and  the  vision  of 
an  EAC  have  been  placed  on  the  agenda 
of  the  APT  process.  The  earlier  discussion 
shows  that  the  vision  of  an  EAC  remains 
vaguely  defined  and  the  idea  of  an 
EAFTA  has  just  been  explored  through 
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the  work  of  the  Joint  Expert  Group  QEG) 
for  Feasibility  Study  on  EAFTA.  The 
officials  have  not  yet  commented  on  the 
Report  by  the  JEG. 

The  choice  of  either  an  EAFTA  or  an 
EAC  may  be  a  matter  of  time  horizon. 
Over  a  reasonable  time  period  only 
EAFTA  appears  to  be  the  realistic  option. 
It  may  well  be  that  EAFTA  will  become 
the  critical  stepping  stone  towards  the 
longer  term  goal  of  establisliing  an  EAC. 
This  process,  however,  is  not  a  linear 
proposition.  As  clearly  suggested  by 
Hatakeyama  (2005,  2006),  to  move  to- 
wards a  Community  requires  its  members 
to  surrender  a  rather  substantial  part  of 
sovereignty.  As  the  things  stand  now,  this 
is  still  a  tall  order  for  the  region.  More- 
over, members  of  a  Community  must 
share  such  common  values  as  democracy, 
transparency,  rule  of  law  and  respect  for 
human  rights.  It  can  immediately  be 
derived  from  this  that  forming  an  EAFTA 
is  the  more  feasible  objective. 

The  second  question  is  in  regard  to  the 
process  to  pursuing  tliis  objective.  Should 
the  vehicle  be  the  APT  (10  plus  3)  or  the 
more  recently  established  EAS  (10  plus  6)? 
It  should  be  noted  at  the  outset  that  both 
the  APT  and  the  EAS  are  processes 
towards  regional  community  building. 

The  APT  cooperation  started  as  an. 
initiative  for  monetary  and  financial 
cooperation  in  the  wake  of  the  Asian 
financial  crisis.  The  grouping  adopted  the 
Chiang  Mai  Initiative  (CMl)  in  2000, 
aimed  at  fostering  regional  financial 
stability  and  resilience  and  building  on  the 
earlier  similar  agreements  among  ASEAN 
economies.  In  addition  to  creating  a 


network  of  bilateral  swap  and  repurchase 
facilities  to  assist  beleaguered  central 
banks  facing  liquidity  crunches,  the 
grouping  also  created  a  regional  moni- 
toring and  surveillance  of  macroeconomic 
and  financial  fundamentals  and  policies 
of  member  economies  to  pre-empt  another 
currency  attack.  The  more  recent  initiative 
is  the  development  of  the  Asian  Bond 
Market. 

As  reviewed  earlier,  the  agenda  of  APT 
was  defined  by  the  EASG  on  the  basis  of 
the  Report  by  the  EAVG.  APT's  agenda 
towards  an  East  Asian  community 
contains  short-term,  and  medium  and  long 
term  measures. 

•  Short  term  measures:  All  the  re- 
commended measures  will  be 
implemented  by  the  10""  Anni- 
versary of  ASEAN  Plus  Three 
cooperation  in  2007.  Four  short-term 
measures  are  being  implemented: 
comprehensive  human  resources 
development  program  for  East  Asia; 
network  of  East  Asia  Think  Tanks 
(NEAT);  East  Asia  Forum;  and  East 
Asia  Business  Council. 

•  Medium  and  long  term  measures: 
These  include  a  high  level  confe- 
rence on  investment  and  SMEs; 
convening  of  the  East  Asia  Summit; 
experts  group  to  study  the  feasi- 
bility of  an  East  Asia  FTA;  regional 
financial  facility;  regional  marine 
environmental  cooperation;  frame- 
work for  energy  policies  and 
strategies  and  action  plans. 

The  first  East  Asia  Summit  was 
convened  in  Kuala  Lumpur  on  14 
December  2005.  However,  this  was  not  in 
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accordance  to  what  both  the  EAVG  and 
the  EASG  had  in  mind.  The  Summit  was 
not  supposed  to  take  place  when  it  did. 
A  little  background  seems  in  order.  The 
participants  still  have  too  diverse  and 
conflicting  views  on  what  the  group 
should  and  could  accomplish.  There  was 
no  common  understanding  even  amongst 
the  thirteen  APT  countries.  Australia, 
India,  and  New  Zealand  were  eager  to 
be  brought  in,  only  to  find  out  that  their 
involvement  is  largely  seen  as  covmter- 
balancing  China.  This  created  the  image 
that  EAS  is  a  process  to  contain  China's 
ambitions  in  East  Asia.  The  original 
proposal  was  to  transform  the  APT  to  an 
EAS  process  was  to  replace  the  ASEAN- 
driven  APT  process_with  one  in  which 
all  members  have  equal  roles.  This  was 
to  happen  after  a  lot  of  preparations  and 
a  consolidation  of  tlie  APT  process. 

In  2004,  Malaysia  made  a  move  to  host 
the  first  EAS  when  it  will  be  chairing 
ASEAN  in  2005.  It  is  no  secret  that 
Malaysia  wants  this  so  badly.  Earlier,  it 
has  failed  in  its  bid  to  host  the  Secretariat 
for  APT  in  Kuala  Lumpur.  Malaysia  feels 
that  it  is  entitled  to  become  the  main 
driver  of  the  East  Asian  process.  Some 
fifteen  years  ago  it  was  Malaysia's  Prime 
Miruster  Mahathir  who  first  proposed  the 
establishment  of  an  EAEG. 

With  the  establishment  of  the  APT,  an 
East  Asian  process  has  become  a  reality. 
The  APT  is  ASEAN-driven  because 
ASEAN  is  the  "least  objectionable" 
amongst  the  participants  to  take  the  lead. 
The  rivalry  between  China  and  Japan  has 
made  it  impossible  for  either  of  these  two 
big  powers  in  the  region  to  do  so.  By 


2004,  concerns  were  raised  whether  the 
APT  was  beginning  to  loose  momentum. 
Malaysia  may  have  thought  that  asserting 
sorhe  leadership  could  help  accelerate  the 
process  of  East  Asian  commimity  buUding. 
Its  proposal  to  launch  the  EAS  was 
immediately  backed  by  an  enthusiastic 
China  that  simultaneously  offered  to  host 
the  following  Siammit.  Other  APT  mem- 
bers were  caught  off  guard.  The  beginning 
of  a  rift  in  East  Asia  was  immediately 
apparent.  For  different  reasons  several 
countries  began  to  form  a  coalition  to 
oppose  the  proposal. 

Japan  appears  to  harbor  concerns  about 
China's  growing  role  and  became  worried 
that  it  might  dominate  the  process.  Earlier 
on  China  has  shown  its  forcefulness  and 
resoluteness  in  proposing  and  swiftly 
negotiating  a  ETA  with  ASEAN,  forcing 
Japan  to  limp  behind.  Indonesia,  for 
instance,  was  of  the  view  that  ASEAN 
was  not  sufficiently  consolidated  to  be 
effective  in  the  driver's  seat  of  APT.  A 
premature  launch  of  the  EAS  would 
further  weaken  ASEAN's  role  in  the  East 
Asian  process. 

Having  sensed  the  half-hearted  support 
by  the  group  as  a  whole,  Malaysia 
proposed  that  APT  be  maintained  and 
that  the  EAS  be  developed  in  parallel. 
This  provided  an  opening  for  others  to 
come  up  with  ideas  of  how  to  make  sense 
of  having  two  parallel  processes  that  seem 
to  be  indistinguishable  apart  from  their 
names.  Singapore  proposed  that  India  be 
brought  in.  Indonesia  and  Japan  proposed 
to  expand  the  membership  to  include 
Australia  and  New  Zealand. 
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For  Indonesia  and  Singapore  the 
expansion  of  membership  helps  diffe- 
rentiate the  two  processes,  and  they  also 
believe  that  it  would  be  beneficial  for  the 
East  Asian  region  to  deepen  relations  with 
the  three  countries  that  are  in  East  Asia's 
immediate  neighborhood.  India,  Australia 
and  New  Zealand  could  bring  fresh  air 
to  the  East  Asian  process.  They  were 
invited  not  as  counterweights  to  China. 
ASEAN  has  been  comfortable  to  work 
witli  botli  China  and  Japan. 

In  the  immediate  future  not  much  can 
be  expected  from  tlie  EAS.  Rather  than 
demonstrating  what  leaders  have  asserted, 
namely  that  they  have  a  lot  in  common, 
the  EAS  exposed  the  deep  rift  and  the 
rivalries  within  the  group.  Serious  efforts 
must  now  be  made  to  overcome  this 
problem.  Leaders  in  China  and  Japan 
must  show  their  statesmanship.  The  recent 
visit  by  Japan's  new  Prime  Minister  Abe 
to  China  is  a  welcome  move. 

The  Kuala  Lumpur  Declaration  on  EAS 
reflects  the  state  of  play  in  the  region.  It 
confirms  the  members'  lowest  common 
denominator.  They  are  prepared  to  be 
engaged  in  a  forum  for  dialogue,  not  only 
on  economic  issues  but  also  on  political 
and  strategic  issues.  They  want  the 
Summit  to  be  "an  open,  inclusive,  trans- 
parent and  outward-looking  forum."  They 
strive  to  strengthen  global  norms  and 
universally  recognized  values,  without 
mentioning  democracy  and  human  rights. 
Interestingly,  they  agree  that  ASEAN  is 
"the  driving  force,  working  hi  partnership 
with  the  other  participants  of  the  East 
Asia  Summit." 


The  EAS  has  not  gone  farther  than 
APT.  If  countries  such  as  India  and 
Australia,  who  are  new  to  the  East  Asian 
process,  are  given  a  higher  profile  in  the 
process,  this  could  weU  produce  a  new 
vision.  India's  Prime  Minister  Manmohan 
Singh,  for  instance,  talked  about  EAS  as 
a  first  step  towards  an  East  Asian 
Conununity  (EAC),  which  will  evolve  into 
a  broader  Asian  Economic  Commtmity 
(AEC). 

In  Japan's  view,  the  building  of  an  East 
Asia  community  must  be  based  on 
'principled  integration'.  It  has  proposed 
four  principles,  namely:  (a)  open  regio- 
nalism, (b)  functional-rather  than  insti- 
tutional— approach  to  regional  coopera- 
tion; (c)  respect  for  and  realization  of 
universal  values  as  democracy  and  human 
rights;  and  (d)  confidence  building  in  the 
area  of  security  and  facilitation  of  co- 
operation in  non-traditional  security  areas. 
Japan's  concept  paper  pointed  to  the 
desirability  of  a  CSCE/OSCE  (Council  for 
Security  and  Cooperation  in  Europe/ 
Organization  for  Security  and  Cooperation 
in  Europe)  for  East  Asia  (Yamada,  2005). 
This  is  an  equally  broad  vision. 

Senior  Minister  Goh  Chok  Tong  of 
Singapore  has  his  vision  for  East  Asia.  To 
a  large  extent  it 'conforms  to  Japan's  idea. 
Five  main  points  can  be  drawn  from  his 
recent  speech  (Goh,  2006).  First,  East 
Asian  integration  must  continue  to  be 
largely  market-driven,  namely  driven  by 
"the  commercial  logic  of  the  market  that 
sees  in  diversity,  potentially  profitable 
synergies."  Because  of  this,  tlie  prime  res- 
ponsibility of  all  govermnents,  irrespective 
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of  political  system,  is  to  create  national 
conditions  that  will  facilitate  and  not 
hinder  market  flows.  Second,  East  Asian 
integration  will  necessarily  require  a  more 
active  role  for  states.  This  suggests  that 
various  other  functional  cooperation 
efforts  wiU  need  leadership  from  govern- 
ments. Third,  siiice  regional  integration  is 
a  strategic  imperative  for  the  entire  region, 
the  way  each  state  orders  its  domestic 
policies  can  no  longer  be  of  purely  do- 
mestic concern.  This  suggests  that  the 
concept  of  absolute  sovereignty  must  be 
abandoned.  Fourth,  ASEAN's  role  in  the 
driver's  seat  mandates  it  to  reconcile  and 
to  assuage  the  tensions  between  the  mayor 
players  and  their  competing  interest. 
Therefore,  "ASEAN-,  integration  is  a  vital 
and  irreplaceable  part  of  the  entire  East 
Asian  project."  Fifth,  the  architecture  of 
East  Asian  integration  consists  of  flexible 
and  multiple  overiappmg  networks,  rather 
than  institutionalized  bureaucracy  (like  the 
EU).  It  is  "an  architecture  of  variable 
geometry  and  flexible  boundaries",  and  in 
some  fashion  the  US  should  have  a  part 
in  it.  This  is  an  even  broader  vision  of  an 
East  Asian  community  that  appears  to 
have  been  outlined  with  the  EAS  in  mind. 

Goh  did  not  suggest  that  APT's  agenda 
will  be  absorbed  by  the  EAS.  Tlie  two 
processes  are  likely  going  to  co-exist  for 
some  time.  The  broad  vision  for  EAS  will 
not  have  the  structure  to  address  the 
problem  of  managing  the  complexities  of 
East  Asia's  economic  integration.  This  task 
should  be  pursued  by  APT.  As  suggested 
by  Baldwin  (2006),  in  managing  the 
region's  economy  in  the  face  of  the  emer- 
ging "noodle  bowl"  (the  Asian  version  of 


the  spaghetti  bowl).  APT  should  focus  its 
efforts  on  forming  an  EAFTA  in  line  with 
the  European  Free  Trade  Association 
(EFT A).  He  argued  that  EFTA  provides 
"the  best  model  for  the  long-run  shape  of 
East  Asian  economic  integration  since 
EFTA  is  purely  intergovernmental  but  it 
has  efficient  secretariat  and  enough 
institutional  structure  to  deal  with  new 
challenges  such  as  new  members  and 
expansion  of  the  integration  regime." 

ASEAN  in  the  Driver's  Seat 

It  is  ironical  that  in  the  newly  esta- 
blished EAS,  ASEAN  is  again  placed  in 
the  driver's  seat.  ASEAN  needs  to  worry 
that  it  remains  in  the  driver's  seat  in 
shaping  the  future  of  East  Asia  amidst 
great  power  rivalry  in  the  region  as  well 
as  the  challenges  it  faces  in  realizing  a 
stronger,  more  integrated  ASEAN  Eco- 
nomic Community. 

ASEAN  has  a  clear  footprint  in  regio- 
nal community  building  in  East  Asia  and 
the  Asia  Pacific  because  ASEAN  has  played 
a  critical  role  in  the  development  of  co- 
operation processes  in  the  wider  region. 
ASEAN's  critical  role  has  been  due  to  tw^o 
factors.  First,  its  experience  as  tlie  "first 
mover"  in  the  region  influenced  the  mo- 
dality of  other  regional  processes  in  which 
it  is  involved.  Second,  ASEAN's  dialogue 
process  with  major  countries,  which  esta- 
blished the  regular  (annual)  Post-Minis- 
terial Conference  (PMC),  provided  the 
inspiration  for  a  wider  regional  process. 

When  the  idea  of  an  Asia  Pacific  co- 
operation process  began  to  take  hold, 
ASEAN  proposed  that  tlie  ASEAN  PMC 
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process  be  the  basis  for  it.  A  proposal  for 
an  Asia  Pacific  Forum  (APF)  was  adopted 
by  ASEAN  Foreign  Ministers  but  was  not 
endorsed  by  some  ASEAN  members.  The 
ball  was  then  taken  by  Australia,  and  the 
first  Ministerial  Meeting  of  APEC  (Asia 
Pacific  Economic  Cooperation)  was  held 
in  Canberra  in  1989.  Recognizing  the  fact 
that  ASEAN  had  first  come  up  with  the 
initiative  and  the  critical  role  ASEAN's 
participation  has  in  any  Asia  Pacific 
process,  an  agreement  was  made  that  any 
other  APEC  meeting  must  be  held  in  an 
ASEAN  country.  ASEAN  has  since  be- 
come the  co-pilot  in  the  APEC  commimity 
building  process. 

The  APEC  process  is  characterized  by 
the  important  role  of  the  chair  in  shaping 
the  agenda.  The  one  year  cycle  of  APEC's 
chairmanship  has  its  positive  and  negative 
aspects.  However,  the  main  problem  with 
APEC  is  its  loose  and  open-ended  nature 
and  its  minimal  institutionalization.  APEC 
was  ahead  of  ASEAN  in  setting  a  clear 
target  for  its  process  when  in  1994  leaders 
endorsed  the  Bogor  Goals  of  "free  and 
open  trade  and  investment  in  the  region" 
by  2010  for  developed  countries  and  2020 
for  developing  countries.  This  year,  APEC 
is  undertaking  a  mid-term  review  towards 
the  Bogor  Goals.  The  widespread  view  is 
that  the  process  will  not  be'able  to  deliver 
on  the  leaders'  commitment.  APEC  is  in 
the  process  of  some  soul  searching  now. 
The  APEC  Business  Advisory  Council 
(ABAC)  proposed  that  APEC  abandoned 
its  voluntary  nature  and  move  towards 
the  creation  of  a  Free  Trade  Area  for  the 
Asia  Pacific  (FTAAP).  At  the  last  APEC 
Summit  in  Chile,  leaders  rejected  this 
proposal  as  being  infeasible. 


The  other  Asia  Pacific  process,  the 
ASEAN  Regional  Forum  (ARE),  appears 
to  have  stagnated  as  well.  Formed  in  the 
middle  of  the  1990s  to  promote  co- 
operation in  the  political  and  security 
fields,  in  parallel  to  APEC's  economic 
cooperation  process,  the  ARE  was  to 
become  an  important  pillar  of  the  Asia 
Pacific  regional  architecture.  In  terms  of 
defining  the  process,  the  ARE  shoiild  be 
less  open-ended  as  it  has  formulated  the 
three  phases  of  confidence  building,  pre- 
ventive diplomacy,  and  conflict  resolution. 
However,  the  process  lacks  the  mechan- 
ism to  move  from  the  first  phase  to  the 
next,  largely  because  it  also  is  a  very  loose 
process.  It  has  been  questioned  whether 
ARF's  stagnation  could  be  overcome  by 
ASEAN's  willingness  to  release  its  driver's 
seat  in  the  process.  The  ARF  is  by  design 
ASEAN-driven.  This  resulted  from  a 
recognition  that  the  process  would  not 
have  taken  off  at  all  if  it  is  not  driven  by 
ASEAN.  The  proposal  for  a  co-chair- 
manship has  been  aired,  but  there  has 
been  no  decision  on  this. 

In  addition  to  APEC  and  ARF,  ASEAN 
is  involved  in,  and  in  fact  also  the  initiator 
of,  three  other  processes:  ASEM  (Asia 
Europe  Meetiiig),  FEALAC  (Forum  of  East 
Asian  and  Latin  American  Countries),  and 
most  importantly  the  ASEx-lN  Plus  Three 
(ASEAN+3).  There  have  been  regular 
meetings  of  ASEM  and  FEALAC,  but 
these  two  processes  failed  to  produce 
concrete  programs  or  measures  that  can 
confidently  be  seen  as  creating  bridges  to 
cormect  East  Asia  with  Europe  and  Latin 
America,  respectively. 

ASEAN  also  provides  a  "reality  check" 
for  regionalism  in  East  Asia  and  the  wider 
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Asia  Pacific  region.  It  can  suggest  the  kind 
of  regional  cooperation  that  can  be 
promoted  and  the  extent  to  which  re- 
gional integration  can  be  deepened. 

In  Asia,  ASEAN  is  the  first  attempt  at 
regional  community  building.  ASEAN  is 
an  on-going  experiment  in  community 
building.  It  began  in  1967  as  a  regional 
cooperation  arrangement  to  promote  wel- 
fare and  peace  in  Southeast  Asia.  In  that 
sense,  it  was  based  on  some  vision  of 
regional  order  and  regional  community. 
Building  this  regional  commimity  began 
with  some  modesty.  The  regional  arran- 
gement sought  to  promote  cooperation  in 
the  economic  and  social  fields.  This  was 
understandable.  The  region  had  just 
opened  up  a  new  page  in  its  history. 
Having  gained  independence  and  having 
experienced  continued  internal  turmoil  for 
about  t'.vo  decades,  and  more  importantly, 
having  ended  political  animosities,  the  five 
original  members  of  ASEAN  embarked  on 
the  path  of  community  building  by  taking 
steps  to  learn  more  about  each  other  and 
to  learn  to  live  together  in  harmony  and 
peace. 

It  took  these  countries  almost  a  decade 
to  bring  their  leaders  together  for  the  first 
Summit  meeting.  That  happened  in  1976 
in  Bali.  From  then  on,  several  concrete 
cooperation  programs  were  introduced. 
They  included  the  ASEAN  Industrial 
Projects  (AIP),  the  ASEAN  Preferential 
Trading  Arrangement  (PTA),  ASEAN 
Industrial  Joint  Venture  (AIJV),  and 
ASEAN  Industrial  Cooperation  (AICO),  to 
name  some  of  the  more  important  pro- 
grams. ASEAN  members  began  to  learn 
how  to  cooperate  and  work  together  to 


achieve  some  common  objectives.  They 
were  prepared  to  pool  their  resources,  but 
they  were  unprepared  to  share  their 
markets.  Therefore,  there  were  continuing 
tensions  between  "resource  pooling"  and 
"market  sharing"  in  implementing  and 
up-grading  the  cooperation  programs.  As 
a  result,  not  much  progress  was  achieved 
in  the  field  of  economic  cooperation. 

ASEAN's  founding  fathers  did  not 
envision  the  economic  integration  of  the 
region.  In  their  view,  that  was  a  remote 
possibility,  perhaps  even  an  impossibility. 
However,  gradually  regional  economies 
became  more  integrated.  It  was  the  remar- 
kable economic  growth  of  regional 
countries  and  gradual  economic  reform 
and  opening  up  that  greatly  increased 
their  economic  interactions.  This  was  not 
a  direct  result  of  ASEAN  economic  coope- 
ration programs.  Rather,  the  region  saw 
the  working  of  "market-driven"  integration. 

This  market-driven  integration  was  not 
independent  of  developments  in  the 
political  field  and  the  intensification  of 
ASEAN  external  relations.  As  the  region 
turned  into  an  ocean  of  stability  and 
peace,  thanks  to  the  establishment  of  the 
regional  forum,  national  governments 
were  able  to  concentrate  on  national  eco- 
nomic development.  In  the  two  decades 
until  the  middle  of  the  1990s,  die  region 
was  growing  at  an  average  rate  of  7%  or 
more.  This  made  the  region  even  more 
attractive  for  trade  relations  with  and 
investment  from  other  parts  of  the  world. 
The  wave  of  Japanese  foreign  direct 
investment  followiiig  the  Plaza  Accord  in 
1985  further  deepened  the  development 
of  regional  production  networks. 
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ASEAN  has  had  established  dialogues 
witli  its  main  trading  partners  since  the 
late  1970s.  These  dialogues  helped  shape 
trade,  aid  and  investment  policies  of 
ASEAN's  main  dialogue  partners  in 
enhancing  cooperation  with  ASEAN.  In 
turn  they  also  contributed  to  ASEAN's 
increased  diplomatic  clout  in  the  inter- 
national arena. 

Increased  political  cooperation  amongst 
ASEAN  members  was  a  manifestation  of 
the  growing  need  to  coordinate  their 
views  and  poUcies  in  regard  to  interna- 
tional and  regional  strategic  and  political 
developments.  The  fall  of  Saigon  changed 
the  region's  political  map,  but  the  wave 
of  "boat  people"  from  Vietnam  and  the 
subsequent  invasion  of  Cambodia  by 
Vietnamese  forces  created  potential  sour- 
ces of  instability  for  Southeast  Asia. 
ASEAN's  determination .  to  help  resolve 
the  conflict  in  Indochina  provided  strong 
glue  for  ASEAN's  cohesion.  ASEAN's 
efforts  were  supported  by  the  international 
commimity.  Its  international  standing  was 
at  its  height  and  signified  ASEAN's 
success. 

It  was  felt,  however,  that  the  region 
needed  to  step  up  its  economic  coope- 
ration to  be  able  to  effectively  respond  to 
economic  globalization.  There  was  much 
talk  about  the  need  to  take  "bold"  deci- 
sions in  the  economic  field.  Eventually 
these  led  to  the  decision  in  1992  to  es- 
tablish the  ASEAN  Free  Trade  Area 
(AFTA).  Its  boldness  was  the  agreement 
to  promote  regional  economic  integration 
through  resource  pooling  and  market 
sharing.  The  ASEAN  leaders  produced  a 
new  kind  of  community  building,  namely 


one  that  stresses  more  on  openness  to 
each  other,  economically,  socially  as  well 
as  politically.  ASEAN,  it  was  argued, 
should  have  reached  a  state  of  maturity 
that  allows  them  to  be  more  open  to  each 
other.  Due  to  growing  interdependence, 
developments  in  one  member  coimtry  are 
likely  to  have  a  greater  effect  on  the 
neighbors  and  the  region  as  a  whole.  Thus 
came  about  the  calls  for  "enhanced  inter- 
action" that  allows  for  greater  openness 
to  comments  and  suggestions  from  fellow 
members  on  internal  developments. 

Another  major  move  was  the  expan- 
sion of  membership  to  finally  complete 
the  "One  Southeast  Asia"  project.  It  was 
remarkable  that  in  the  middle  of  the  1990s 
ASEAN  accepted  the  membership  of 
Vietnam,  its  erstwhile  enemy.  A  few  years 
later,  Laos  and  Myanmar  were  also 
brought  in.  Cambodia's  membership  was 
delayed  because  of  its  internal  develop- 
ments. By  the  late  1990s,  ail  Southeast 
Asian  countries  had  become  members  of 
ASEAN,  realizing  the  founding  fathers' 
dream.  The  broadening  of  ASEAN  has  be- 
come a  challenge  to  ASEAN's  deepening. 
The  new  members  have  to  take  part  in 
AFTA,  but  they  are  eacli  given  a  longer 
time  to  implement  the  trade  liberalization 
program.  In  reality,  a  two-tier  ASEAN  has 
emerged.  This  should  not  be  a  problem 
so  long  as  they  share  a  common  goal. 

ASEAN  Vision  2020  was  formulated  to 
provide  sucli  a  comnion  goal.  Its  imple- 
mentation was  guided  by  the  Hanoi  Plan 
of  Action  (HP A).  At  the  mid-term  review 
of  the  HP  A,  it  was  felt  tliat  ASEAN  mem- 
bers must  have  stronger  contmitments  to 
realize  the  ASEAN  Vision  2020.  This  led 
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to  the  proposal  to  deepen  ASEAN  eco- 
nomic integration  towards  an  ASEAN 
Economic  Community  (AEC).  By  the  time 
Indonesia  hosted  the  Summit  in  Bali  in 
2003,  ASEAN  members  agreed  to  create 
an  ASEAN  Conununity  by  2020.  As  stated 
in  the  so-called  Bali  Concord  11,  the 
ASEAN  Commimity  consists  of  an  ASEAN 
Economic  Community,  an  ASEAN 
Security  Community,  and  an  ASEAN 
Social  and  Cultural  Connmunity.  At  the 
following  Summit  in  Vientiane,  leaders 
endorsed  a  Vientiane  Action  Program 
(VAP)  to  guide  the  process  of  commimity 
building  in  ASEAN  for  the  next  five  years. 

It  has  taken  ASEAN  nearly  40  years 
to  come  to  the  point  where  its  members 
agree  to  form  a  Commimity  (with  a  C) 
and  not  simply  a  community  (with  a  c). 
They  have  about  15  more  years  to  realize 
this  vision.  This  remains  a  big  challenge 
for  ASEAN.  It  can  be  argued  that  this  next 
phase  in  the  integration  process  will  be 
much  more  difficult.  The  ASEAN  model 
of  community  building,  when  contrasted 
to  other  experiences,  is  seen  as  having  a 
distinct  characteristic,  namely  its  loose  and 
open-ended  process  and  its  reliance  on 
minimal  institutional  arrangements.  These, 
plus  the  principle  of  consensus  and  the 
sanctity  of  national  sovereignty,  have 
characterized  the  so-called  "ASEAN  way." 
ASEAN  has  come  a  long  way.  It  has 
contributed  to  regional  peace  and  stability, 
and  has  promoted  economic  cooperation 
towards  regional  economic  integration. 
These  were  achieved  through  the  "ASEAN 
way"  of  informal  processes,  weak  instit- 
utions and  decisions  by  consensus  in  the 
spirit  of  togetherness  and  mutual  respect. 


In  the  course  of  its  evolution,  ASEAN 
has  entered  into  agreements  that  are 
teclinically  binding  on  its  members.  The 
Treaty  of  Amity  and  Cooperation  (TAC) 
lays  down  the  principles  governing  the 
relations  between  states  and  sets  out  the 
procedures  for  facilitating  the  peaceful 
settlement  of  disputes.  ASEAN  members 
also  made  commitments  relating  to 
nuclear  weapons  under  the  Southeast  Asia 
Nuclear  Weapons-  Free  Zone  treaty.  Ho- 
wever, the  ASEAN  way  has  been  imder 
some  pressure.  ASEAN's  mode  of 
operation  has  been  "forced"  to  evolve 
from  one  that  was  based  on  full  consensus 
to  one  that  allows  for  the  emergence  of 
the  coalition  of  the  wiUing.  Several  mem- 
bers also  believe  that  the  sanctity  of  natio- 
nal sovereignty  can  no  longer  be  used  as 
a  protection  against  irresponsible  actions. 

ASEAN  has  separate  agreements  that 
commit  its  member-states  to  liberalization 
of  trade  in  services,  promotion  of  intra- 
ASEAN  investments,  protection  of 
intellectual  property  rights,  harmonization 
of  product  standards,  mutual  recognition 
arrangements,  and  promotion  of  tourism. 
It  has  also  concluded  agreements  on  air 
cargo  and  the  facilitation  of  goods  in 
transit  as  well  as  on  tians-boundary  haze 
pollution.  However,  ASEAN  does  not 
have  a  central  institution  to  call  a  mem- 
ber-state to  account  for  non-compliance 
with  the  agreements.  The  role  of  the 
ASEAN  Secretariat  has  been  strengthened 
in  1992,  but  it  has  not  been  given  the 
mandate  to  undertake  this  task. 

Agreements  on  transnational  problems 
and  regional  economic  integration  have 
not  been  implemented  due  to  the  absence 
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of  explicit  legally  binding  provisions. 
ASEAN  also  lacks  a  central  authority  to 
speak  on  behalf  of  the  association,  con- 
clude agreements  and  conduct  relations 
with  other  organizations  or  states.  All  its 
agreements  with  external  parties  are 
signed  by  the  ten  member-states.  ASEAN 
does  not  have  juridical  personality  or  legal 
standing  imder  international  law. 

In  2003,  ASEAN  members  made  a 
historical  decision  to  create  an  ASEAN 
Community  by  2020.  The  ASEAN  Com- 
munity will  be  built  on  three  pillars,  an 
ASEAN  Security  Community  (ASC),  an 
ASEAN  Economic  Community  (AEC),  and 
an  ASEAN  Socio-Cultural  Community 
(ASCC).  This  is  an  ambitious  project.  The 
ASEAN  Economic  Community,  for 
instance,  aims  at  the  creation  of  a  single 
market  and  production  base  where  there 
is  free  flow  of  goods,  services  and  invest- 
ment and  freer  flow  of  capital.  Recently, 
ASEAN  Economic  Ministers  proposed  to 
accelerate  its  completion  to  2015. 

The  decision  to  create  an  ASEAN  Com- 
munity was  again  enshrined  in  a  De- 
claration and  not  a  Treaty.  It  was  greatly 
doubted  that  the  deepening  of  ASEAN 
integration  can  be  achieved  without 
transforming  the  way  ASEAN  is  managed. 
A  new  ASEAN  way  may  be  necessary  to 
realize  the  ASEAN  Commimity. 

In  December  2005  ASEAN  leaders 
decided  that  it  is  time  for  ASEAN  to  have 
a  formal  charter  as  the  basis  of  coope- 
ration. The  charter  should  not  be  seen 
merely  as  the  basis  for  consolidating 
ASEAN's  achievements  but  for  under- 
taking the  necessary  changes  in  order  to 
adapt  to  the  changing  environment  and 


challenges.  ASEAN  must  be  able  to  res- 
pond more  rapidly  to  the  trends  of 
globalization  and  regionalism  in  many 
parts  of  the  world  as  weU  as  the  rise  of 
China  and  India.  It  also  must  develop 
closer  cohesion  to  effectively  address  the 
emergence  of  trans-boundary  challenges 
and  new  security  issues,  such  as  trans- 
national crime,  communicable  diseases, 
and  international  terrorism. 

A  charter  would  establish  ASEAN  as 
a  juridical  personality  and  a  legal  entity. 
It  would  clearly  define  the  objectives  and 
enshrine  the  values  and  principles  that  are 
adhered  to  by  its  members.  It  would  en- 
vision the  arrangements  for  further  regio- 
nal integration  and  define  the  institutions, 
'mechanisms  and  processes  for  dealing 
with  transnational  problems.  Tiie  ASEAN 
Charter  would  establish  the  organs  of  the 
association  and  clearly  delineate  their 
respective  fimctions  and  responsibilities, 
rights  and  limitations,  the  relationships 
among  the  organs,  and  their  decision- 
making processes.  It  would  mark  out  the 
relationship  between  the  association  and 
the  member-states. 

An  Eminent  Persons  Group  (EPG)  has 
been  established  by  the  ASEAN  leaders 
to  make  recommendations  on  framing  the 
ASEAN  Charter.  The  EPG  has  met  several 
times  and  has  solicited  views  from  various 
stakeholders.  It  will  present  its  recom- 
mendations to  the  ASEAN  Summit  in 
December  2006  in  Cebu,  the  Philippiiies. 
This  is  but  the  first  step  in  tlie  process  of 
drafting  tlie  ASEAN  Charter.  The  ASEAN 
leaders  will  then  assign  the  task  of 
drafting  the  Charter  to  a  high-level  task 
force  of  officials.  The  hope  is  that  the  draft 
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Charter  will  be  ready  for  adoption  by  the 
leaders  within  a  year,  at  the  2007  Summit, 
which  will  mark  the  40*  anniversary  of 
ASEAN. 

Will  the  charter  signify  a  stronger, 
more  cohesive  and  more  integrated 
ASEAN?  Will  ASEAN  provide  some 
leadership  in  achieving  commtinity  build- 
ing in  the  wider  East  Asian  region,  such 
as  through  the  creation  of  an  EAFTA? 

MODALITY  AND  ROADMAP  FOR 
EAFTA:  A  PROPOSAL 

The  Joint  Expert  Group  (JEG)  for 
Feasibility  Study  of  EAFTA  has  submitted 
its  Report  in  July  2006  for  consideration 
by  APT  ministers-and  leaders.  The  Report 
made  the  following  general  observations:^'' 

•  East  Asian  cooperation  imder  APT 
has  achieved  noticeable  progress. 
With  the  progress  achieved,  it  na- 
turally leads  to  a  higher  level  of 
institution  building.  An  EAFTA 
would  be  a  core  part  of  this  deve- 
lopment. 

•  The  rationale  for  EAFTA  lies  firmly 
in  both  economic  and  political 
interests  of  all  East  Asian  coimtries. 
The  economic  benefits  from  EAFTA 
exceed  those  from  AFTA,  any 
ASEAN+1  FTA,  or  any  other  bila- 
teral and  sub-regional  arrangement. 
An  EAFTA  would  increase  aware- 
ness of  a  common  destiny,  institu- 
tionalize dialogues  and  contacts  and 
increase  mutual  understanding  and 
cooperation. 

•  The  initial  conditions  in  East  Asia 
form  an  important  foundation  for 


an  EAFTA.  As  East  Asian  covintries 
have  been  undergoing  continuous 
trade  and  investment  liberalization, 
an  EAFTA  with  trade  and  invest- 
ment as  its  core  is  highly  desirable. 

•  Results  of  a  simulation  analysis 
show  that  East  Asian  countries  will 
benefit  from  EAFTA,  as  they  can 
expect  an  increase  in  both  pro- 
duction and  economic  welfare.  At 
a  minimum,  EAFTA  would  increase 
overall  GDP  of  East  Asian  coimtries 
by  1.2%  and  increase  economic 
welfare  by  US$  104.6  bilHon. 

The  Report  further  suggests  the  fol- 
lowing principles  to  guide  the  formation 
of  EAFTA: 

•  East  Asia  should  strive  for  a  high 
quality  FTA  by  being  comprehen- 
sive in  scope,  removing  trade  and 
investment  barriers,  strengthening 
capacity  and  fostering  open  re- 
gionalism. It  will  lead  to  further 
deepening  of  economic  integration, 
enhancing  the  competitiveness  of 
production  networks,  and  progres- 
sively reduce  development  gaps 
among  East  Asian  countries. 

•  An  EAFTA  must  be  beneficial  to  all 
its  members.  Maximum  economic 
benefits  can  be  gained  by  being 
comprehensive  in  scope  with  sub- 
stantial liberalization  in  all  sectors. 
Comprehensiveness  also  implies 
that  liberalization  measures  are 
complemented  by  facilitation  and 
development  cooperation  efforts. 

•  To  achieve  a  high  quality  FTA,  it  is 
important  that  EAFTA  should  be 
negotiated  and  implemented  as  a 
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single  package.  An  EAFTA  should 
go  beyond  existing  East  Asian 
FTAs.  Within  the  framework  of  a 
single  package,  a  gradual  and  pro- 
gressive approach  should  be 
adopted. 

•  An  EAFTA  is  to  be  negotiated 
among  APT  (10  plus  3)  countries 
first.  In  view  of  the  recent  expan- 
sion of  FTAs,  membership  will  be 
open  to  other  East  Asian  economies, 
as  well  as  other  members  of  EAS 
(Australia,  India,  and  New  Zealand). 

•  With  a  view  to  helping  the  less 
developed  countries,  economic 
development  cooperation  initiatives 
with  specific  action  plans  must  be 
adopted  as  an  integral  component 
of  the  EAFTA. 

JEG  also  considered  the  three  different 
options  to  creating  an  EAFTA  that  have 
been  discussed  before.  The  JEG  thought 
that  all  three  options  can  be  explored  and 
they  can  "produce  concurrent  synergy 
effects  for  East  Asian  economic  inte- 
gration." It  noted  that,  as  also  concluded 
in  this  research  paper,  it  will  be  difficult 
to  amalgamate  or  consolidate  the  three 
ASEAN+1  FTAs  into  an  EAFTA.  The 
Northeast  Asian  countries  (China,  Japan 
and  Korea)  are  not  likely  to  pursue  a  FTA. 
APT  leaders,  therefore,  should  consider 
the  third  option,  namely  to  launch  an 
"independent  process"  to  form  an  EAFTA. 
This  process  can  take  into  account  all 
existing  and  ongoing  East  Asian  FTAs,  but 
need  not  be  constrained  by  them. 

An  independent  process  for  the 
formation  of  an  EAFTA  could  have  the 
following  sequence  of  actions: 


•  APT  leaders  to  declare  the  launch 
of  this  process  at  the  2006  APT 
Simimit  in  Cebu,  the  Philippines. 

•  Working  groups  to  be  formed  in 
2007  to  prepare  for  the  EAFTA 
negotiations  and  be  given  two  years 
to  undertake  joint  studies  on  the 
various  elements  of  the  agreement. 

•  EAFTA  negotiations  to  begin  in 
2009  and  to  be  concluded  in  2011. 

•  EAFTA  to  be  completed  in  2016  and 
no  later  than  2020  for  the  CLMV 
countries  (Cambodia,  Laos, 
Myarunar,  Vietnam). 

The  proposed  timeline  for  achieving 
EAFTA  appears  consistent  with  the  target 
dates  to  realizing  the  ASEAN  Economic 
Community  (2015)  and  the  ASEAN+1 
FTAs  with  China,  Japan,  and  Korea,  and 
as  suggested  by  the  EAVG  would  be 
achieved  ahead  of  the  APEC  Bogor  Goal. 
What  wiU  drive  this  process? 

CONCLUDING  NOTES 

The  process  to  realize  the  EAFTA  has 
to  be  driven  by  the  champions  amongst 
APT  members.  Leadership  is  required. 
APT  will  also  need  to  establish  the 
necessary  mechanisms. 

The  champions  must  clearly  have  the 
right  incentives  to  lead  the  process. 
Although  ASEAN  is  in  the  driver's  seat 
and  in  that  regard  has  been  responsible 
for  managing  the  process  of  the  APT,  it 
has  provided  the  opportunity  and  space 
for  other  APT  countries  to  take  initiatives. 
President  Kim  Dae  Jung  was  very  active 
in  shaping  the  agenda  of  the  APT  when 
he  attended  the  APT  Summits.  His  active 
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involvement  was  driven  by  the  desire  to 
see  the  emergence  of  an  East  Asian 
community.  Korea  also  needed  to  be  part 
of  a  meaningful  regional  organization. 

In  addition,  APT  members  do  share  a 
common  understanding  of  the  need  to 
organize  themselves  in  a  regional  arran- 
gement. The  JEG  Report  listed  some  of 
the  reasons  to  do  so.  These  include:  (a) 
greater  ability  to  meet  the  challenge  of 
globalization  as  well  as  the  emergence  of 
economic  blocs  in  the  Americas,  Europe 
and  elsewhere;  (b)  greater  economic  be- 
nefit from  the  region-wide  arrangement 
compared  to  those  from  sub-regional 
arrangements  such  as  ASEAN  (AFTA)  or 
the  bilateral  ASEAN+1  FTAs;  (c)  fuller 
realization  of  East  Asian  production  net- 
works and  the  potentials  of  intra-regional 
trade  as  well  as  make  East  Asian  pro- 
duction more  internationally  competitive; 
(d)  more  active  involvement  of  smaller 
and  less  developed  East  Asian  countries, 
preventing  them  from  becoming  margi- 
nalized by  the  proliferation  of  sub-regional 
and  bilateral  FTAs,  and  drawing  them  into 
the  mainstream  of  trade  and  investment 
development  and  growth  in  East  Asia;  (e) 
market  consolidation  to  achieve  economies 
of  scale  and  overcoming  the  "spaghetti 
bowl"  effect;  (f)  reducing  political  and 
military  conflicts  in  the  region  as  well  as 
increase  East  Asian  "voice"  in  interna- 
tional organization  and  fora. 

The  next  two  years  in  particular  a  lot 
of  attention,  energies  and  resources  will 
have  to  be  directed  towards  undertaking 
serious  studies  that  will  help  prepare  for 
the  difficult  negotiations  for  the  EAFTA. 


APT  needs  to  establish  technical  working 
groups  on  each  of  the  main  elements  that 
will  be  included  in  the  agreement.  In 
preparing  for  the  negotiations  on  the 
FTAA  (Free  Trade  Area  of  the  Americas), 
several  working  groups  were  established 
to  provide  the  basic  technical  information 
and  to  explore  various  policy  options. 
These  working  groups  have  undertaken 
substantive  groundwork.  However,  the 
negotiations  failed  to  be  launched  because 
of  political  factors. 

APT  members  could  volimtarily  divide 
the  tasks  of  organizing  the  working 
groups,  and  in  that  sense  provide  issue- 
specific  leadership  in  the  process.  The  few 
years  aliead  will  be  the  time  for  serious 
studies.  It  is  in  this  light  that  Japan's  pro- 
posal to  establish  an  Economic  Research 
Institute  for  ASEAN  and  East  Asia  (ERIA) 
has  been  welcomed.  The  premise  for 
establishing  this  institute  is  that  ASEAN 
has  a  critical  role  to  play  in  community 
building  in  East  Asia  (being  in  the  driver's 
seat)  and  strengthening  ASEAN's  capacity 
and  supporting  its  efforts  to  realizing  the 
ASEAN  Economic  Community  would 
contribute  to  East  Asia  community  build- 
ing. ERIA  will  be  established  as  a  regional 
institution.  Japan  has  pledged  to  provide 
substantial  fuiances  for  ERIA. 

ERIA  should  interact  with  and  provide 
intellectual  inputs  to  the  EAFTA  Working 
Groups.  This  will  help  create  a  strong 
foundation  for  the  process  to  form  an 
EAFTA,  a  core  element  in  East  Asia's 
desire  to  create  an  East  Asian  communit)' 
and  a  concrete  manifestation  of  East  Asia's 
efforts  to  develop  its  institutional  identity. 
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East  Asian  Regionalism  and 
Global  Governance 

Jusuf  Wanandi 


Introduction 

The  long-term  vision  of  East  Asian 
growth  and  dynamism  is  positive,  but  the 
challenges  are  huge.  _ 

The  rise  of  China  has  been  imprece- 
dented  in  hiiman  history  as  her  economy 
grew  by  9.5%  annually  for  the  last  25 
years.  This  happened  in  some  Western 
European  covmtries  in  the  19""  century, 
following  the  Industrial  Revolution,  and 
in  Japan,  Taiwan  and  ROK  between  the 
1960s  and  the  1980s.  China's  real  income 
per  head  rose  by  300%  over  this  period. 

Since  1978  China's  GDP  per  head  has 
risen  relative  to  that  of  the  world  leader, 
the  US,  in  almost  exactly  the  same  way 
as  Japan's  did  between  1950  and  1973, 
Taiwan's  between  1958  and  the  late  1980s 
and  South  Korea's  between  1962  and  the 
early  1990s.  But  China  has  achieved  this 
from  a  much  lower  relative  starting  point. 
Today,  China's  income  per  head,  relative 
to  US  levels,  is  roughly  where  South 


Korea  was  in  1972,  Taiwan's  in  1966  and 
Japan's  before  1950.  For  China  these  are 
still  early  days  in  the  catch-up  process. 

India  is  still  behind,  because  it  is 
coming  in  later  than  China  in  the  catch 
up  process.  Relative  to  US  GDP  per  head, 
India  is  where  China  was  in  1986.  Even 
in  absolute  terms  it  is  only  where  China 
was  in  1993. 

China  and  India  in  East  Asia 

To  appreciate  the  differences  between 
India  and  Clnina,  one  should  not  only  look 
at  their  economic  strategies,  but  also  in 
their  political  developments.  Both  are  heirs 
of  great  civilizations.  China's  political 
development  is  inseparable  from  its  state, 
while  India's  is  inseparable  from  its  social 
structure,  above  all  from  the  role  of  caste. 
India  embraces  the  concept  of  "unity  in 
diversity",  while  China  follows  the  rule 
of  a  "unitary  hard  state"  and  pursues  a 
single  goal  with  determination  and 
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mobilizes  maximal  resources  towards  its 
achievement. 

China  has  largely  replicated  the  growth 
pattern  of  other  East  Asian  success  stories 
although  its  financial  system  remains 
weak  and  its  economy  more  open  to  FDI 
than  those  of  Japan  and  South  Korea.  Its 
growth  is  based  on  high  savings,  massive 
investment  in  infrastructure,  universal 
basic  education,  rapid  industrialization,  an 
increasingly  deregulated  labor  market  and 
an  internationally  open  and  competitive 
economy. 

India's  pattern  of  growth  has  been 
different,  indeed  in  many  ways  xmique, 
as  it  has  been  service  based.  Savings  are 
far  lower  than  in  China,  as  is  its  invest- 
ment in  infrastructure.  India's  industriali- 
zation is  quite  advanced  but  grew  under 
its  import  substitution  policy  and  still 
lacks  competitiveness.  Literacy  rate  is  low, 
although  elite  education  is  well-developed. 
India's  formal  labor  market  is  among  the 
most  regulated  in  the  world.  Regulations 
and  relatively  high  protection  against 
imports  continue  to  restrict  competition  on 
the  domestic  market. 

China  has  accepted  both  growth  and 
social  transformation.  India  welcomes 
growth  but  tries  to  minimize  social  dislo- 
cations. The  Chinese  state  sees  develop- 
ment as  both  its  goal  and  the  foundation 
of  their  legitimacy.  Chinese  politics  are 
developmental,  while  India's  remains 
predominantly  of  a  patron-client  nature. 

It  is  not  difficult,  therefore,  to  see  why 
China's  growth  has  been  far  higher  than 
India's.  China  has  not  only  saved  and 
invested  far  more,  it  has  exploited  to  a 


far  greater  degree  the  opportunities 
afforded  by  the  global  economy.  Its  po- 
pulation is  also  more  skilled,  while  the 
social  and  economic  transformation  it  has 
embraced  is  more  profound. 

China's  development  has  been  ixnpre- 
cedented  because  it  happens  in  a  country 
with  1.2  billion  people  when  it  started  and 
now  has  over  1.3  billion  people.  This 
made  China  the  biggest  nation  expe- 
riencing such  tremendous  growth  for  over 
25  years.  It  has  the  potential  to  continue 
at  the  same  pace  for  the  next  20-30  years, 
depending  on  how  she  woxdd  respond  to 
new  challenges  or  even  calamities  that  she 
might  face  in  the  future. 

That  is  why  potentially  sometime  in 
2020  she  could  become  as  large  as  the  US 
economy  in  PPP  (purchasing  power 
parity)  terms,  and  after  that  could  surpass 
the  US.  Tliere  could  be  corrections,  eco- 
nomic and  political,  along  the  way  and 
because  of  that  her  growth  could  be 
deferred  for  some  years  or  even  a  decade. 
But  such  a  correction  could  also  turn  into 
a  crisis,  and  the  region  (as  well  as  the 
world)  should  assist  her  in  overcoming 
the  crisis  because  East  Asian  countries 
have  become  deeply  integrated  with 
China's  economy. 

Except  for  a  collapse  of  the  country, 
which  is  a  remote  possibility,  China  is 
bound  to  become  a  big  economic  entity, 
although  in  per  capita  terms  she  could 
only  catch  up  with  the  US  in  the  middle 
of  the  century. 

The  Chinese  leadership  have  been 
upbeat  about  their  achievements,  and  they 
are   making   use   of   them  cleverly. 
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However,  they  have  to  admit  that  the 
problems  they  are  facing  due  to  the  high 
growth  ar\d  deep  changes  are  also  huge 
and  complicated.  These  problems  have 
indeed  become  their  main  concern.  They 
include  problems  of  imemployment,  in- 
equality of  income  between  the  coastal 
part  and  the  inland  part,  corruption  and 
governance  issues,  NPL  of  the  state  banks, 
the  challenge  of  solving  un-performing 
state  enterprises,  the  plight  of  the  farmers, 
and  last  but  not  least,  the  problems  and 
challenges  of  political  development. 

The  principal  internal  constraints  on 
China's  growth  are  institutional,  namely 
the  lack  of  rule  of  law,  imcertainty  re- 
garding property  rights,  the  inefficiency 
of  state  enterprises^  and  the  profound 
weakness  of  the  financial  system.  Im- 
portant symptoms  of  these  weaknesses 
have  been  the  reliance  on  foreign  entre- 
preneurship  and  offshore  financial  and 
legal  centre,  particularly  Hong  Kong. 

Behind  these  weaknesses  is  something 
more  profoiond,  namely  a  political  system 
that  may  not  be  suitable  for  an  increasing- 
ly sophisticated  economy  and  society.  The 
political  transition  from  a  one  party  state 
to  a  more  democratic  regime  is  pro- 
blematic and  difficult,  as  shown  by 
Mexico's  experience. 

China  has  to  confront  not  only  do- 
mestic challenges  but  also  external  ones. 
China's  extraordinary  success  in  export 
markets  has  been  a  powerful  engine  for 
its  growth.  But  it  is  questionable  whether 
this  can  continue  now  that  China  has 
become  such  a  huge  player  in  world  trade 
and  its  economy  is  already  so  open. 


The  challenges  ahead  for  China  are 
large  by  any  standard.  But  it  is  a  good 
bet  that  China  will  continue  to  grow 
rapidly  for  at  least  another  2  to  3  decades. 
This  will  require  continuing  and  painful 
reforms.  The  alternative  of  a  slowing 
down  of  its  economic  dynamism  is  not 
attractive  for  China's  policy  makers. 

India  too  suffers  from  many  con- 
straints. Low  savings  in  the  pubHc  sector 
impose  a  significant  limitation  on  capital 
formation.  Its  pohtical  and  legal  systems, 
though  weU-developed,  are  cumbersome 
and  inefficient.  Politics  lacks  a  focus  on 
development.  In  addition,  the  growing 
supply  of  labor  has  not  been  matched  by 
a  rise  iii  demand.  As  a  result  overall  em- 
ployment has  risen  by  only  1%  a  year 
over  the  past  decade  or  so.  Literacy  re- 
mains low.  For  faster  growth  to  be 
achieved  there  is  need  for  substantiallv 
higher  savings  and  investment,  greater 
flows  of  FDI  and  much  more  rapid 
industrialization. 

If  East  Asia,  with  China  and  India  at 
the  core  of  the  development,  will  indeed 
become  the  most  important  part  of  the 
globe,  then  the  balance  of  power  will 
certainly  be  shifting  to  this  part  of  tlie 
world.  The  shift  will  occur  first  in  the 
economic  sphere,  then  in  the  political  field 
and  possibly  also  in  the  security  field, 
perhaps  sometime  in  mid  21"  century. 

Peacefull  shift  in  the  balance  of  power 
in  East  Asia 

The  world  at  the  end  of  the  19"'  and 
the  beginning  of  the  20"'  century  showed 
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that  economic  growth  and  dynamism 
alone  were  not  adequate  to  create  peace 
and  stability  in  Europe  and  the  world 
because  tlie  political-security  field  was  not 
given  attention  to.  It  resulted  in  World 
War  I,  followed  by  the  emergence  of  ex- 
tremism (Nazi-ism  and  Commtmism),  tt\en 
World  War  IL,  followed  by  the  Cold  War 
that  ended  at  the  end  of  the  20"^  Century. 

It  will  not  be  an  easy  relationship 
between  a  rising  superpower  and  the 
established  one,  such  as  between  China 
and  the  US.  However,  it  does  not  ne- 
cessarily result  in  a  confrontation  as  was 
the  case  between  Great  Britain  (the 
superpower  of  the  19*  century)  and  the 
US  (superpower  of  the  20*^^  century).  An 
important  recent  development  is  the 
establishment  of  certain  principles  in  the 
relations  between  the  US  and  China  that 
originated  with  the  suggestion  by  the  then 
Deputy  Secretary  of  State,  Robert  Zoellick, 
to  recognize  Chinese  stakeholdership  in 
the  global  and  international  order  and  in 
its  institutions.  This  is  now  being  worked 
out  by  Secretary  Hank  Paulson.  It  still  is 
in  its  early  stage,  but  has  started  to  work, 
especially  on  the  North  Korean  nuclear 
proliferation  issue.  This  principle  will 
work  if  China  will  take  this  responsibility 
seriously  and  if  the  US  will  accept  some 
exception  that  can  be  agreed  upon 
through  dialogues. 

Today,  economies  in  the  world  have 
again  become  interdependent  and  more 
integrated.  But  the  politics  should  be  also 
right  in  order  to  maintain  peace  and 
stability  that  will  ensiare  the  sustainability 
of  the  world's  economic  growth  and  dy- 
namism. International  institutions  and 


norms  have  been  established  after  World 
War  II  to  maintain  political  relationships, 
but  they  need  adjustments. 

Although  the  international  system  has 
been  endangered  by  to  the  attack  on  the 
US  by  global  terrorism  on  September  11/ 
20C1,  but  balance,  sensibility  and  nuance 
appear  to  have  been  brought  back  by  the 
mid-term  elections  in  the  U.S.  in  Novem- 
ber 2006. 

Regional  institutions  will  also  contri- 
bute to  restoring  balance  in  the  global  and 
regional  order. 

In  order  that  this  shift  in  the  balance 
of  power  takes  place  peacefully  in  East 
Asia,  two  basic  things  have  to  happen. 
First,  it  should  be  done  gradually,  and  it 
should  not  be  considered  as  a  zero  sum 
game  by  the  established  powers,  mainly 
the  US  and  the  EU.  They  continue  to  have 
an  important  role  in  global  governance, 
because  East  Asia  alone  could  maintain 
global  order  and  institutions. 

Second,  the  new  emerging  powers 
(East  Asia)  should  also  prepare  themselves 
well.  That  means  not  only  sharing  stake- 
holder-ship but  also  responsibilities.  They 
have  to  prepare  and  adjust  their  own 
values  system  that  is  compatible  witli  tlie 
existing  ones,  namely  rule  of  law,  good 
governance,  democracy,  human  rights  and 
social  justice.  They  should  accept  that 
democracy  and  social  justice  are  values 
and  principles  that  are  valid  not  only 
nationally  but  also  globally. 

The  change  is  not  going  to  be  easy, 
and  that  is  why  it  should  be  done  step  by 
step  and  with  patiende  on  the  side  of  East 


EAST  ASIAN  REGIONALISM  AND  GLOBAL  GOVERNANCE 


113 


Asia.  This  process  has  begun  with  the 
reallocation  of  votes  in  the  IMF  towards 
new  emerging  economies,  China,  Korea, 
Turkey  and  Mexico,  at  the  cost  of  some 
EU  members.  It  has  been  shown  that  even 
this  simple  "transfer"  could  be  difficult. 

It  is  an  obligation  for  East  Asia  to  do 
its  part  in  global  governance.  One  of  the 
objectives  of  an  integrated  East  Asia  is  to 
be  able  to  contribute  to  the  global  system, 
and  not  to  be  accused  of  "free  riding", 
benefiting  and  using  the  global  system, 
for  national/ regional  interests  only.  On  the 
other  hand  the  established  power,  mainly 
the  "West"  (US  and  EU)  should  also  be 
willing  to  share  global  governance  and 
allow  the  "new  forces",  mainly  the  emer- 
ging markets  in  East  Asia  to  learn  and 
prepare  themselves.  China,  for  instance, 
needs  to  imderstand  that  its  relations  with 
rogue  states  such  as  Iran  and  Sudan  or 
Myanmar  will  be  seen  in  light  of  its 
obligations  and  new  role.  Some  exceptions 
could  be  allowed  as  she  would  need  time 
to  adjust  and  because  she  was  not  present 
at  the  creation  of  the  global  order  and 
institutions  after  World  War  11  but  she  is 
now  willing  to  accept  them  wholly.  As 
the  "new  kid  on  the  bloc",  China  is 
learning  but  is  in  general  willing  to  follow 
the  accepted  rules. 

The  challenge  for  East  Asia 

The  main  challenge  for  East  Asia  is  to 
know  what  could  be  done  in  the  short 
term  and  what  should  be  done  in  the 
longer  term.  This  will  depend  on  how 
quickly  East  Asian  regionalism  and  the 
regional  community  could  be  established. 


Challenges  abound  to  realize  the  idea 
of  an  East  Asia  Commimity  (EAC).  First, 
it  should  not  be  compared  to  the  EU 
which  is  rules-based  and  driven  by  strong 
institutions.  As  countries  in  the  East  Asian 
region  are  so  diverse,  the  EAC  should  first 
get  the  members  to  trust  each  other 
through  relations  and  cooperation.  This 
will  take  time,  and  therefore  it  only  could 
be  achieved  through  a  step  by  step 
approach  over  a  longer  term. 

The  first  phase  of  the  cooperation 
should  be  in  the  economic  field,  because 
market  forces  have  made  the  integration 
of  the  economies  in  the  region  a  reality, 
with  trade  among  them  (55%)  almost 
equal  to  intra  EU  trade  (60%)  and  already 
higher  than  NAFTA  (45%).  Also  invest- 
ments into  the  region  have  been  huge,  not 
only  into  China,  but  also  returning  to 
ASEAN,  hi  the  first  half  of  2006  FDI  into 
ASEAN  amounted  to  $31  billion,  half  of 
that  going  into  China,  and  a  substantial 
portion  originated  from  within  East  Asia. 

However,  the  next  phase  of  integration 
needs  pro-active  government  involvement, 
because  politics  starts  to  affect  economic 
cooperation  and  could  derail  everything 
as  happened  in  Europe  in  World  War  I, 
because  Europe  did  not  put  the  politics 
right,  especially  in  dealing  with  a  rising 
Germany.  That  resulted  in  stagnant  trade 
and  economic  relations  in  Europe,  because 
of  constant  conflict  for  almost  one  century, 
until  the  EU  was  established  and  Western 
Europe  established  a  new  regional  order 
and  institution,  that  helped  to  stabilize 
Europe  during  the  World  War,  besides  tlie 
presence  of  the  US  through  NATO. 
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In  East  Asia,  some  concrete  measures 
of  cooperation  have  been  made  through 
the  Chiang  Mai  Initiative  to  help  prevent 
a  financial  crisis  as  has  happened  in  1997/ 
1998.  This  is  also  attempted  to  through 
FTAs  between  ASEAN-China,  ASEAN- 
Japan  and  ASEAN-ROK. 

However,  there  are  many  obstacles  to 
realizing  the  idea.  The  first  obstabcle  is 
China-Japan  relations  which  have  been 
hampered  due  to  history,  nationalism, 
competition  for  leadership  in  the  region, 
and  border  problems  in  the  East  China 
Sea.  PM  Abe's  visit  to  China  marked  a 
new  beginning  and  hopefully  relations 
will  continue  to  irhprove.  Economic  rela- 
tions between  the  two  are  doing  well  and 
people  to  people  relations  continue  to 
intensify,  especially  among  the  younger 
people.  With  new  initiative  of  Prime 
Minister  Abe,  exchanges  of  youth  wiU  be 
increased  (like  between  France  with 
Germany  that  has  reached  over  7  million 
in  25  years),  and  a  Commission  of 
Historians  to  study  recent  past  history  has 
been  established.  Besides,  exchanges  of 
leaders  will  be  regularized  (Foreign  Mi- 
nister Li  was  in  Tokyo  in  mid  February 
and  Prime  Minister  Wen  is  going  to  visit 
Tokyo  in  April  2007). 

Another  obstacle  is  .US  relations  with 
the  EAC.  The  US  has  always  been  an 
important  part  of  East  Asia,  economically, 
politically  and  security  wise.  Therefore,  a 
modality  must  be  found  to  involve  her  in 
the  East  Asia  Community.  Tlie  US  and  East 
Asia  Summit  members  should  establish  a 
New  Concert  of  Powers  for  East  Asia. 

In  the  meantime  there  is  also  the 
recognition  that  East  Asia,  which  has  been 


so  integrated  economically  and  to  a 
certain  extent  also  pohtically,  needs  to 
have  a  kind  of  a  G8  that  can  discuss  and 
decide  on  the  strategic  issues  of  the  region 
with  the  aim  to  maintaining  peace,  sta- 
bility and  development  of  the  region. 
Decisions  taken  by  the  group  could  be 
implemented  in  the  various  regional  func- 
tional cooperation  forums,  depending  on 
the  subject  matter. 

This  means  that  the  East  Asia  Svimmit 
(EAS)  should  be  upgraded  into  such  a 
Simmiit  on  strategic  issues  that  includes 
the  US.  Since  the  Treaty  of  Amity  and 
Cooperation  (TAC)  as  a  condition  for 
membership  is  only  a  political  statement, 
it  should  not  pose  a  real  hindrance  for 
the  US  to  sign  to  it. 

This  Summit  could  take  place  either 
alternately  with  the  APEC  Summit  once  in 
two  years  or  it  could  be  organized  annual- 
ly back  to  back  to  the  APEC  Summit. 
There  are  also  considerations  to  include 
Russia  and  the  EU  at  a  later  stage.  Russia's 
economic  interests  and  interactions,  in- 
cluding in  the  energy  field,  are  mainly 
with  the  EU.  The  EU  has  in  ASEM  already 
a  structure  for  engaging  with  East  Asia. 

The  ASEAN  Plus  Three  (APT)  will  be 
the  main  regional  institution  for  economic 
aiid  functional  cooperation  in  the  region. 
In  the  implementation  of  its  work 
program  it  should  be  pragmatic  and  open 
to  involving  others  that  has  rele^'ance  to 
the  program.  For  instance,  on  pandemic 
diseases  all  the  members  of  tlie  EAS  could 
be  included,  and  on  monetary  and 
financial  affairs  Australia  could  be  invited 
to  participate. 
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In  the  security  field,  the  ASEAN 
Regional  Forum  (ARF)  could  be  the 
vehicle  for  implementations  of  CBMs  and 
Human  Security  or  non  traditional  se- 
curity matters.  The  Six  Party  Talks,  if 
successful  on  the  nuclear  proliferation  of 
the  DPRK,  could  become  the  embryo  for 
security  cooperation  on  traditional  "hard" 
security  matters  for  East  Asia. 

Another  constraint  is  ASEAN's  driver's 
seat  position  because  ASEAN  still  need 
to  strengthen  its  capacity  to  be  able  to 
drive  the  process.  ASEAN  really  needs  to 
implement  the  various  measures  towards 
realizing  the  ASEAN  Security  Community. 

Many  questions  have  been  raised 
whether  ASEAN  could  really  lead  the  East 
Asian  regional  institutions,  such  as  the 
APT  and  the  EAS  with  ordy  10%  of  the 
entire  East  Asian  economy.  ASEAN  has 
been  put  in  the  driver's  seat  because  the 
two  natural  leaders,  China  and  Japan, 
could  not  do  so  at  this  jimcture. 

ASEAN's  capabilities  should  be  up 
graded  and  South  Korea  could  support  it 
to  give  more  weight  to  ASEAN.  At  this 
stage  the  leadership  role  of  ASEAN 
consists  mainly  of  organizing  the  meetings 
and  to  chair  them,  but  actually  ASEAN 
hac  allowed  the  others,  the  Plus  Three,  to 
come  up  with  initiatives  and  proposals  to 
be  discussed,  decided  on  and  imple- 
mented. So  far,  they  have  been  given 
ample  opportunities  to  take  set  the  agenda 
and  take  the  lead  in  the  work-program. 

In  other  instances  working  groups  can 
be  co-chaired  by  ASEAN  members  and 
the  Plus  Three  members.  For  the  time 
being,  this  arrangement  seems  to  be 


working,  and  is  going  to  stay  for  the  near 
future. 

Despite  these  constraints  and  limita- 
tions, in  the  near  future  East  Asia  as  a 
regional  institution  (APT  and  EAS)  should 
contribute  to  supporting  important  global 
norms  and  institutions. 

It  has  been  obvious  that  East  Asia 
shoiild  and  would  like  to  participate  in 
supporting  the  global  order,  its  rules,  obli- 
gations and  institutions.  It  has  only  started 
to  do  so,  and  more  needs  to  be  done. 

First,  on  non-proliferation.  East  Asia 
has  a  real  problem  with  North  Korea.  The 
six  party  talks  have  been  the  focus  of 
regional  efforts  in  North  East  Asia,  and 
the  greater  East  Asian  institutions  such  as 
the  ASEAN  Plus  Three,  East  Asia  Summit 
and  ASEAN  Regional  Forum  have 
stiongly  support  these  efforts,  especially 
in  giving  political  support  to  the  six-party 
talks  and  implementing  the  sanctions  as 
laid  dovm  by  the  UN  SC.  This  was  shown 
at  last  ASEAN  Plus  Three  Summit  in 
Cebu  in  mid  January  2007. 

Second,  on  maintaining  an  open  global 
trading  system.  East  Asian  countries 
should  stiive  for  a  successful  conclusion 
of  the  WTO  Doha  Development  Round. 
APEC  in  Hanoi  has  reiterated  its  com- 
mitment to  do  so,  and  East  Asia  should 
also  push  very  hard  for  tliis.  The  chances 
are  slim,  but  it  is  important  for  East  Asian 
countries,  given  their  dependence  on  open 
trade,  that  efforts  would  be  continued 
until  every  venue  has  been  tried  out. 

Relying  on  bilateral  and  regional  FTAs 
alone  will  not  be  adequate,  because  the 
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trade  distortions,  diversions  and  dis- 
crimination they  created  could  only  be 
overcome  by  the  multilateral  agreement. 
Time  is  rimning  out  and  the  fate  of  free 
trade  for  the  next  five  years  is  in  balance 
because  the  fast  track  given  to  the  US 
Administration  to  negotiate  on  trade  will 
end  in  July  2007,  and  with  a  Democratic 
majority  in  Congress  and  the  Senate, 
anotlier  autliority  will  not  be  easily  given 
to  Bush,  except  if  environmental  and  labor 
issues  wUl  be  included. 

Third,  there  needs  to  be  greater  sup- 
port and  cooperation  on  matters  of  global 
public  goods  such  as  global  v/arming  and 
climate  change,  which  has  already  shown 
its  ugly  face  in  East  Asia.  Some  members 
of  East  Asia  that  experience  fantastic 
economic  growth  have  also  become  the 
most  polluting  countries.  Some  serious 
contributions  from  East  Asia,  the  fastest 
developing  part  of  the  globe,  become  a 
real  necessity.  The  Cebu  Declaration  of  the 
East  Asian  Sinnmit  is  a  good  start.  Imple- 
mentation is  another  matter,  and  ASEAN 
should  push  for  it.  It  is  also  recognized 
that  an  early  US  commitment  to  the  same 
efforts  will  quicken  East  Asian's  readiness 
to  support. 

Fourth,  in  tandem  with  environmental 
issues,  is  the  problem  of  energy  security 
and  resources  availability.  Some  real 
efforts  and  studies  are  needed  so  that  East 
Asia  can  overcome  its  problems  as  well 
as  contribute  to  a  more  efficient  global 
market  and  prevent  the  outbreak  of  con- 
flict over  energy  and  others  natural 
resources.  The  urgency  has  been  recog- 
nized in  the  above  Cebu  Declaration.  If 
East  Asia  is  serious  about  environmental 


issues,  paired  with  limits  of  natural 
resources  in  their  economic  development, 
then  they  really  should  come  up  with  a 
new  model  of  economic  development  that 
recognizes  these  Umits  to  growth. 

Fifth,  efforts  on  pandemic  diseases  are 
important  for  human  security  as  we  have 
found  out  with  SARS,  not  only  for  our 
region  but  also  globally.  Pandemic  di- 
seases such  as  avian-flu  have  become  a 
major  challenge  for  the  region.  Again, 
there  is  agreement  on  the  policies  but 
implementation  and  coordination  remain 
a  serious  problem. 

Sixth,  other  human  security  or  non- 
traditional  security  issues  are  also  im- 
portant to  look  after:  international  crimes 
like  human-trafficking,  money  laimdering 
and  drug  trade.  Non  traditional  security 
issues  are  as  important  for  the  region  as 
traditional  "hard"  security  issues.  And  the 
region  is  also  more  willing  to  cooperate 
on  the  issues.  This  provides  an  opening 
for  the  ARE  to  become  active  and  do 
something  about.  It  cannot  stay  forever 
as  a  "talking  shop"  if  it  wants  to  remain 
relevant  for  the  future  of  East  Asia. 

Seventh,  in  relation  to  the  sixtii,  there 
is  the  threat  of  global  and  regional 
terrorism.  This  global  challenge  needs 
regional  and  global  cooperation,  including 
from  East  Asia.  This  will  be  a  long-term 
effort,  and  goes  hand  in  hand  with  mea- 
sures to  promote  sustainable  development 
and  good  governance. 

At  the  end  the  "moderate"  Muslims 
should  be  able  to  overcome  the  wrong 
influences  of  the  radicals  on  the  Muslim 
community  if  they  could  show  to  their 
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community  that  "democracy"  with  "social 
justice"  work  in  their  societies  and  states, 
so  that  there  is  no  more  need  for  a  theo- 
cratic Muslim  state  to  be  established. 

Other  cases  concerning  global  norms 
and  institutions  relate  to  problems  of 
sovereignty  and  domestic  issues,  and  must 
be  dealt  with  by  national  governments. 
East  Asian  regional  institutions  are  not 
ready  at  this  stage  to  represent  national 
governments.  This  could  happen  only  if 
iategration  wUl  be  much  deeper  and  na- 
tional sovereignty  will  surrender  part  of 
national  sovereignty  on  specific  issues.  On 
the  economic  side  they  are  willing  to  do 
so,  such  as  on  the  Chiang  Mai  Initiative 
and  FTAs,  or  the  need  for  a  dispute 
settlement  mechanism. 

In  the  longer  term,  if  East  Asia  be- 
comes more  integrated,  some  cooperation 
on  developing  global  norms  and  insti- 
tutions could  happen.  They  have  to 
prepare  themselves  for  this  future  task. 
In  practical  terms,  members  of  East  Asia 
regional  cooperation  from  now  on  have 
to  be  active  in  the  development  of  global 
norms  and  institutions. 

Until  now  only  Japan  has  done  its  part 
on  these  global  issues,  and  in  the  last  few 
years  also  China  has  started  to  be  active 
and  has  taken  some  responsibilities  as  a 
permanent  member  of  UNSC.  Korea  also 
has  done  well  in  the  last  few  years.  Other 
countries  have  been  participating  in  UN 
peacekeeping  and  in  other  activities,  but 
this  is  still  rather  limited. 


Concluding  remarks 

In  conclusion  it  can  be  said,  that  if  the 
issue  concerns  humanitarian  matters,  or 
human  security,  especially  as  manifested 
in  various  non-traditional  security  issues 
such  as  environment,  migration,  human 
trafficking,  drug  trade,  money  laundering, 
pandemic  diseases  and  global/regional 
terrorism,  where  politics  is  in  the  back- 
ground, cooperation  in  East  Asia  could  be 
established  and  implemented  quite  readily. 

On  the  other  hand,  if  sovereignty 
issues  or  intervention  in  domestic  affairs 
are  involved,  then  a  lot  of  work  is  needed. 
It  remains  to  be  seen  whether  this  coiild 
or  could  not  happen  in  East  Asian  re- 
gionalism. Most  probably  it  coiild  happen, 
initially  in  the  economic  sphere  and 
subsequently  in  the  political  and  security 
level. 

How  about  the  trilateral  relations  on 
global  governance?  So  far,  the  relations 
between  East  Asia  and  the  US  or  North 
America  are  more  intense  than  between 
East  Asia  and  Europe.  US/North  America 
relations  with  the  EU  are  also  very 
intensive. 

In  the  case  of  East  Asia  -  North  Ame- 
rica we  have  the  extensive  relations  in 
every  field  of  activity.  In  the  political 
arena,  the  US  is  now  trying  agairi  to  exert 
her  interest  in  the  region,  especially 
through  her  soft  power,  that  has  been 
dented  due  to  the  diversion  of  attention 
to  the  Middle  East  and  global  terrorism. 
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Bush's  visit  to  the  region  in;  November 
(APEC  in  Hanoi,  then  Singapore  and 
Indonesia)  brings  the  message  of  a  more 
balanced  interest  (including  education, 
health  and  good  governance,  besides 
discussing  about  the  Middle  East)  in  her 
policies  towards  the  region. 

In  the  security  field,  the  problem  of 
the  North  Korean  proliferation  has  been 
the  most  important  one.  And  East  Asians, 
with  some  nuances,  generally  agree  to 
support  the  UNSC  sanctions  and  the 
revival  of  the  six-party  talks. 

The  other  security  problems,  especially 
the  non-traditional  ones,  could  be  taken 
up  at  the  ARF,  where  security  dialogues 
are  prominent,  and  some  of  the  non- 
traditional  security  cooperation  could  be 
implemented  if  the  ARF  could  be  changed 
into  an  action-oriented  body  as  well. 

Relations  between  the  EU  and  the  US 
has  had  a  deep  tradition  and  based  on 
values  that  are  common:  liberal  demo- 
cracy, rule  of  law,  human  rights  and  ca- 
pitalism. 

But  on  several  issues  differences 
happened,  such  as  on  the  Middle  East 
issues.  But  institutional  cooperation  and 


relations  are  strong,  such  as  between 
NATO  and  the  EU,  and  differences  can 
be  overcome. 

The  weakest  point  of  cooperation  is 
EU-East  Asia.  Although  ASEM  has  been 
10  years  old,  its  relations  are  between  2 
points  of  the  globe  which  are  very 
concentrating  on  their  regional  problems, 
which  are  huge,  especially  for  East  Asia 
which  has  just  started  to  cooperate  and  is 
facing  a  lot  of  hvirdles. 

And  the  limitations  of  institutional 
framework  in  ASEM  are  not  helping, 
although  at  this  stage  it  could  be  imder- 
stood. 

The  two  main  issues  they  would  to  co- 
operate upon  is  global  warming,  and  the 
dialogues  of  civilizations,  two  good  and 
broad  topics. 

The  other  challenge  for  ASEM  is 
extending  the  relationship  among  the 
various  groups  in  society  through  ASEF, 
which  have  been  very  active  and  useful. 

The  challenges  for  the  Trilateral  Com- 
mission will  be:  how  to  stimulate  more 
trilateral  cooperation  among  the  three 
parts  including  among  public  opinion  of 
their  proposals  and  cooperation. 


Global  and  Regional  Dimensions 

of  Iran  Nuclear  Crisis 

Nugroho  Wisnumurti 


THE  UNITED  Nations  Security 
Council  continues  to  be  seized  of 
Iran  nuclear  crisis.  The  prospect 
of  Iran  becoming  a  nuclear  weapon  state 
has  increasingly  raised  concern  of  the 
international  community  over  the  threat 
of  proliferation  of  nuclear  weapons  in  the 
Middle  East.  The  unanimous  adoption  of 
tiie  Security  Council  1747  (2007)  on  24 
March  2007  is  a  testimony  to  this  concern. 
The  crisis  is  not  only  a  crisis  at  the 
international  level,  but  in  Indonesia  it  has 
also  created  a  domestic  political  crisis 
where  public  uproar  was  directed  against 
the  Government  for  supporting  the 
adoption  of  the  latest  UN  Security  Coimcil 
resolution  1747  on  24  March  2007.  This 
public  protest  against  the  position  taken 
by  Indonesia  as  a  non-permanent  member 
of  the  Security  Council  has  precipitated 
to  a  proposal  in  the  House  of  Represen- 
tatives to  exercise  its  right  of  interpellation 
against  the  Government,  a  proposal 
gaining  widespread  support.  This  situation 
seems  to  be  rather  unique  in  the  sense 
that  there  have  been  virtually  no  strong 
domestic  protests  against  other  govern- 
ments in  the  Islamic  world  except  of 
course  in  Iran. 


This  article  attemps  to  address  the  real 
issue  behind  the  nuclear  crisis  by 
discussing  the  salient  points  of  the 
relevant  Security  Coimcil  resolutions,  the 
Iranian  nuclear  program  and  Iran's 
implementation  of  its  obUgations  under 
the  Treaty  of  Non-proliferation  of  Nuclear 
Weapons  (NPT)  and  other  relevant 
agreements,  the  competing  strategic 
interests  in  the  crisis  at  the  regional  and 
international  level,  and  the  prospect  of  a 
negotiated  resolution. 

Security  Council  Resolution  1747  (2007) 

Resolution  1747  vmanimously  adopted 
by  the  Security  Council  was  a  reaction  to 
the  failure  of  Iran  to  take  measures 
demanded  hy  the  Council  in  resolution 
1737  adopted  vmanimously  in  December 
2006^  As  provided  in  resolution  1737 
(2006),  the  Council  decides  that  Iran  shall 
suspend  all  enrichment-related  and  re- 
processing activities,  including  research 
and  development,  to  be  verified  by  the 


1  Resolution  1747  (2007),  fourth  preamble 
paragraph. 
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International  Atomic  Energy  Agency 
(IAEA),  and  suspend  work  on  all  heavy 
water-related  projects,  including  the 
construction  of  a  research  reactor  mode- 
rated by  heavy  water,  also  to  be  verified 
by  the  IAEA.  This  resolution  for  the  first 
time  imposed  sanctions  against  Iran, 
including  sanctions  relating  to  items, 
material,  equipment,  goods  and  techno- 
logy as  well  as  financial  sanctions  which 
could  contribute  to  Iran's  enrichment- 
related,  reprocessing  or  heavy  water- 
related  activities,  or  to  development  of 
nuclear  weapon  delivery  systems. 

Aside  from  affirming  the  obligation  of 
Iran  to  suspend  proliferation  sensitive 
nuclear  activities  listed  in  Paragraph  2  of 
Resolution  1737  (2006),  the  Resolution  1747 
(2007)  has  widened  the  scope  of  the 
sanction  regime  of  Resolution  1737  (2006) 
by  banning  Iran  and  its  nationals  from 
supplying,  selling  or  transferring  "any 
arms  or  material".^  The  resolution  also 
prohibits  aU  States  from  the  procurement 
of  such  items  from  Iran  by  their  nationals.^ 
Resolution  1747  (2007)  further  calls  upon 
all  States  "to  exercise  restraint"  in  the  sup- 
ply, sale  or  transfer  of  "any  battle  tanks, 
armored  combat  vehicles,  large  caliber 
artillery  systems,  combat  aircraft,  attack 
helicopters,  warships,  missiles  or  missile 
systems.  .  .  The  resolution  also  im- 
poses financial  restriction  by  calling  upon 
all  States  to  exert  restraint  in  the  provision 
to  Iran  of  "any  technical  assistance  or 


2  Ibid,  paragraph  5. 

3  Ibid,  paragraph  5. 
*  Ibid,  paragraph  6 


trainiiig,  financial  assistance,  investment, 
brokering  or  other  services,  and  the  trans- 
fer of  financial  resources,..."^  The  re- 
solution further  calls  upon  all  States  and 
international  financial  institutions  "not  to 
enter  into  new  commitments  for  grants, 
financial  assistance,  and  confessional  loans 
to  Iran,  .  .  ."^  The  resolution  also  adds  to 
the  list  of  individuals  who  are  subjected 
to  travel  restrictions,  namely  those 
engaged  in  Iran's  proliferation-sensitive 
nuclear  activities.'' 

Resolution  1747  (2007)  in  fact  does  not 
focus  only  on  sanctions  against  Iran.  It 
also  emphasizes  the  need  for  a  negotiated 
settlement  to  the  crisis.  It  "welcomes  the 
continuous  affirmation  of  the  commitment 
of'  China,  France,  Germany,  the  Russian 
Federation,  the  United  Kingdom  and  the 
United  States,  with  the  support  of  the 
European  Union's  High  Representative  to 
a  negotiated  solution  to  the  issue."^  Iran 
is  encouraged  to  engage  with  the  group's 
June  2006  proposal  which  contains  a 
number  of  incentives  offered  to  Iran  in  a 
package  of  a  long-term  agreement.  Iran  is 
also  encouraged  to  re-engage  with  the 
international  community  and  with  the 
lAEA.^  Another  important  feature  of 
Resolution  1747  is  a  paragraph  borrowed 
from  Resolution  1737  (2006),  which 
provides  that  in  light  of  the  report  of  the 
IAEA  to  be  submitted  witliin  60  days,  the 
Council  shall  suspend  the  implementation 
of  the  sanctions  imposed  on  Iran  if  and 


5  Ibid,  paragraph  6. 

Ibid,  paragraph  7. 

Ibid,  paragraph  2. 
8  Ibid,  paragraph  10, 
'  Ibid,  paragraph  9. 
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SO  long  as  Iran  suspends  all  enrichment- 
related  and  reprocessing  activities  as 
verified  by  the  IAEA  "to  allow  for  nego- 
tiations in  goof  faith  in  order  to  reach  an 
early  and  mutually  acceptable  outcome." 
Furthermore,  the  Coimcil  shall  terminate 
the  sanctions  if  IAEA  confirms  that  Iran 
has  fully  complied  with  its  obligations 
under  the  relevant  Security  Coimcil  reso- 
lutions and  met  the  IAEA  Board  of  Gover- 
nors as  confirmed  by  the  IAEA  Board.^° 

It  is  to  be  noted  that  the  actions  of  the 
Security  Coimcil  under  Resolution  1747 
were  taken  imder  Article  41  of  Chapter 
Vn  of  the  UN  Charter,  meaning  that  the 
measures  taken  do  not  involve  the  use  of 
force.  This  is  an  important  element  of  the 
resolution  which  assures  Iran  that  this 
resolution  does  not  envisage  the  use  of 
force  as  an  enforcement  measure. 

Iran's  reactiuii  to  the  adoption  of  Reso- 
lution 1747  (2007)  was  prompt.  In  a  state- 
ment after  the  vote  in  the  Security 
Coimcil,  the  Foreign  Minister  of  Iran  Mr. 
Manousher  Mottaki  stated  that  the 
Security  Council's  consideration  of  the 
Iranian  peaceful  nuclear  program"  has  no 
legal  basis,  since  the  referral  of  the  case 
to  the  Council  and  then  the  adoption  of 
the  resolutions  fail  to  meet  the  minimum 
standard  of  legality"."  President  Mahmoud 
Ahmadinejad,  President  of  Iran  went 
further  by  saying  that  he  would  never 
forget  States  that  supported  and  opposed 
Resolution  1747  and  Iran  would  adjust  its 
relations  with  those  countries.'^ 

1"  Ibid,  paragraph  13. 

11  Security  Council,  S/PV.5647,  24  March 
2007. 

'2  KOMPAS  Daily,  27  March  2007. 


IRAN'S  NUCLEAR  PROGRAM 

It  was  in  1959  that  Iran  under  Shah  of 
Iran  actually  started  its  nuclear  program 
with  its  purchase  of  a  research  nuclear 
reactor  from  the  United  States.  While  the 
Shah  was  planning  to  build  23  nuclear 
reactors  by  thel990  which  was  seen  as  a 
very  ambitious  plan,  they  were  not  con- 
sidered, at  least  at  that  time,  as  reflecting 
an  ambition  to  go  nuclear  weapon  in  Hght 
of  the  fact  that  Iran  was  not  seeking  the 
technologies  required  for  enriching  or 
reprocessing  uranium.  However,  there 
were  reports  in  the  1970s  which  indicated 
that  Iran  sought  laser  enrichment  tech- 
nology in  the  United  States  and  con- 
structed reprocessing-related  environment, 
and  that  the  Shah  had  a  secret  group  to 
work  on  nuclear  program."  Iran  sus- 
pended its  nuclear  activities  which  were 
in  fairly  advanced  stage,  following  the 
outbreak  of  the  Iraq-Iran  war  in  1979. 

Iran  became  a  Party  to  the  Treaty  on 
the  Non-Proliferation  of  Nuclear  Weapons 
(NPT)  on  2  February  1970.  On  19  June 
1973  Iran  signed  a  Safeguards  Agreement 
with  IAEA  in  accordance  with  its  obli- 
gation under  Article  HI  of  the  NPT.  Article 
28  of  the  Safeguards  Agreements  between 
Iran  and  the  IAEA  provides  that  the 
objective  of  Safeguards  procedure  is  the 
timely  detection  of  diversion  of  significant 
quantities  of  nuclear  materials  from  peace- 
ful nuclear  activities  to  the  manufacture 
of  nuclear  weapons  or  of  other  material 
explosive  devices  or  for  the  purposes  un- 


'3  CRS  Report  to  US  Congress,  "Iran's 
Nuclear  Program:  Recent  Developments",  6 
September  2006. 
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known,  and  deterrence  of  such  diversion 
by  the  risk  of  early  detection. Iran 
further  signed  the  IAEA  Additional 
Protocols  on  18  December  2003  which 
expand  the  rights  of  the  IAEA  of  access 
to  information  and  to  declared  and 
undeclared  sites.  Iran  has  however  not 
ratified  the  Additional  Protocols. 

The  Islamic  Republic  of  Iran  resumed 
its  nuclear  power  program  in  1991  by 
concluding  bilateral  agreement  with  China 
for  the  supply  of  two  MW  MW(e)  PWR 
units.  In  1994  an  agreement  was  con- 
cluded between  the  Ministry  of  Atomic 
Energy  of  the  Russian  Federation 
(MINATOM)  and  the  Atomic  Energy 
Organization  of  Iran  (AEOI)  on  the  scope 
of  work  for  completing  the  Bushehr 
Nuclear  Power  plant  unit  1  (BNPP-1)  with 
a  1000  MW(e)  PWR  unit  of  WWER-1000 
Type.^^  Since  February  1992  Iran  has 
allowed  the  IAEA  inspectors  to  inspect 
any  of  its  nuclear  facilities.  However,  in 
its  report  of  6  Jime  2003^^  the  Board  of 
Governors  of  the  IAEA  stated  that  Iran 
has  failed  to  meet  its  obligation  under  its 
Safeguards  Agreement  with  respect  of  the 
reporting  of  nuclear  material,  the  sub- 
sequent processing  and  use  of  that  mate- 
rial and  the  declaration  of  facilities  where 
the  material  was  stored  and  processed, 
and  expressed  its  concern  over  the 
development.  And  on  12  September  2003, 
the  IAEA  Board  of  Governors  adopted  a 


resolution  calling  on  Iran  to  provide  acce- 
lerated cooperation  and  full  transparency 
to  allow  the  Agency  to  provide  on  an 
early  date  the  assurances  required  by 
Member  States.  The  resolution  further  calls 
on  Iran  to  suspend  all  further  uranium 
enricliment-related  activities,  including  the 
further  introduction  of  nuclear  material 
into  Natanz  and  any  reprocessing 
activities.^^ 

Since  the  findings  and  the  resolution 
of  the  IAEA  in  2003  and  subsequent 
reports  of  the  Director-General,  suspicions 
of  the  international  community  have  been 
mounting  over  the  years  that  Iran  is  em- 
barking on  a  legitimate  efforts  to  develop 
its  nuclear  power-generation  industry,  but 
at  the  same  time  Iran  is  operating  a 
parallel  clandestine  nuclear  weapon  pro- 
gram. In  May  2003,  the  Iranian  Delegation 
to  the  Preparatory  Committee  of  the  NPT 
Review  Conference  stated  that  "we 
consider  the  acquiring,  development  and 
use  of  nuclear  weapons  inhuman,  im- 
moral, illegal  and  against  pour  basic 
principles.  They  have  no  place  in  Iran's 
defense  doctrine."  And  on  6  August  2003 
President  Khatami  stated  that  Iran  "can 
not  use  such  weapons  based  on  our 
Islamic  and  moral  teachings",  but  tliat  Iran 
would  not  give  up  nuclear  technology  for 
power  generation.'*  The  continued  incon- 
sistencies between  the  official  statements 
of  Iran  and  the  facts  on  the  ground  have 


14  IAEA,  document  INFCIR/214. 

15  IAEA  :  In  Focus  :  IAEA  and  Iran. 

1^  IAEA  Board  of  Governors,  Report  of  the 
Director  General,  "Implementation  of  the  NPT 


Safeguards  Agreement  in  the  Islamic  Republic 
of  Iran",  GOV/2003/40,  6  June  2003. 

'7  IAEA  Board  of  Governors  resolution 
GOV/2003/69. 

18  See  CRS  Report  for  Congress,  loc.cit. 
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deepened  the  concern  of  the  international 
community  and  have  raised  a  sense  of 
crisis. 

In  a  strategy  to  deflect  the  accusations 
that  Iran  is  working  on  a  nuclear  weapon 
program,  Iran  is  adopting  a  propaganda 
strategy  that  seems  to  be  working  in  some 
Muslim  countries  and  other  developing 
countries,  including  in  Indonesia,  namely 
by  intensifying  rhetoric  by  President 
Mahmoud  Ahmadinejad  and  other  go- 
vernment officials  as  weU  as  by  diplomatic 
offensive  to  the  Non-Aligned  and  other 
developing  coimtries.  They  claim  that  Iran 
is  imjustifiably  deprived  from  exercising 
its  right  to  develop  nuclear  technology  for 
peaceful  purposes  guaranteed  under  the 
NPT,  as  if  NPT-^oes  not  demand  Iran  as 
a  Party  to  the  NPT  to  comply  with  its  obli- 
gations under  the  NPT  and  the  Safeguards 
Agreements  concluded  with  the  IAEA. 

In  an  effort  to  find  a  negotiated  solu- 
tion to  Iran  nuclear  crisis,  three  EU 
coimtries,  i.e..  United  Kingdom,  France 
and  Germany  (known  as  the  E3)  had 
engaged  Iran  in  a  negotiation  where  they 
demand  that  Iran  shall  freeze  its  uranium 
enrichment  activities  and  in  return,  Iran 
will  be  provided  with  nuclear  fuel.  The 
last  effort  by  the  E3  was  on  3  March  2006 
which  ended  with  failure. 

The  growing  concern  of  the  interna- 
tional community  over  the  continued 
violations  by  Iran  of  its  obligations  under 
the  NPT  and  the  Iran-IAEA  Safeguards 
Agreement  have  led  to  the  unanimous 
adoption  on  31  July  2006  of  UN  Security 
Council  Resolution  1696  (2006).  The  reso- 
lution demands  that  Iran  shall  suspend 


all  enrichment-related  and  reprocessing 
activities,  including  research  and  develop- 
ment, to  be  verified  by  the  IAEA.  The 
resolution  also  endorses  the  proposal  of 
China,  France,  Germany,  and  the  Russian 
Federation.  The  United  Kingdom,  with  the 
support  of  EU's  High  Representative,  for 
a  long-term  comprehensive  arrangement 
"which  will  allow  .  .  .  the  establishment 
of  international  confidence  in  the  exclu- 
sively peaceful  nature  of  Iran's  nuclear 
program."^'  The  Council  does  not  impose 
any  sanction  on  Iran.  Resolution  1696  set 
a  deadline  of  31  August  2006  for  Iran  to 
comply  with  the  demands  of  the  resolu- 
tion, and  request  the  Director-General  of 
the  IAEA  to  submit  a  report  to  the 
Council  on  such  compliance  by  Iran. 

Iran  however  remained  defiant.  On  the 
adoption  of  resolution  1696  (2006),  Pre- 
sident Ahmadinejad  stated  that  the 
Security  Council  "lacks  legitimacy.  Its 
decisions  are  illegitimate."^"  And  on  12 
November  2006,  Iranian  Foreign  Ministry 
spokesman  Mohammad  AU  Hosseini  said 
Iran  intended  to  install  2,000  uranium 
enrichment  centrifuges  by  March  2007. 
In  his  report  of  14  November  2006,  the 
Director-General  of  the  IAEA  stated  that 
the  Agency  remains  unable  to  make  fur- 
ther progress  in  its  efforts  to  verify  the 
absence  of  undeclared  nuclear  material 
and  activities  in  Iran  because  Iran  did  not 
address  the  long-standing  verification 
issues,  including  through  the  implemen- 


UN  Security  Council  resolution  1696 
(2006),  Paragraphs  2  and  4. 

http: /  / www.globalsecurity.org/wmd / 
world  /Iran  /nuke2006.htm.  3. 
2"  Loc.Cit.,  4. 
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tation  of  the  Additional  Protocol,  and 
provides  transparency.  The  Director- 
General  said  that  progress  in  this  regard 
was  a  prerequisite  for  the  Agency  to  be 
able  to  confirm  that  Iran's  nuclear  pro- 
gram is  peaceful.^ 

Mindful  of  the  latest  report  of  the  Di- 
rector General  of  the  IAEA,  and  in 
particular  the  failure  of  Iran  to  meet  the 
demands  of  the  Security  Council  reso- 
lution 1696  (2006)  before  the  deadline,  the 
Council  on  27  December  2006  unani- 
mously adopted  resolution  1737  (2006), 
repeating  the  demands  in  resolution  1696 
and  for  the  first  time,  imposed  sanctions 
on  Iran  as  indicated  earlier.^  Basically  the 
Coimcil  imposed  sanction  on  Iran's  trade 
in  sensitive  nuclear  materials  and  tech- 
nology aimed  at  stopping  uranium  enrich- 
ment work  that  could  lead  to  the  ma- 
nufacturing of  nuclear  weapons.  It  also 
decided  that  all  States  shall  freeze  the 
funds,  other  financial  assets  and  economic 
resources  of  key  companies  and  people 
the  UN  considers  affiliated  with  Iran's 
nuclear  and  missile  program. The 
Council  set  a  60  day  deadline  for  Iran  to 
comply  with  the  obligations  under  the 
resolution,  and  request  the  IAEA  Director- 
General  to  report  on  Iran's  compliance. 

In  defiance'  to  Security  Coimcil  reso- 
lution 1373  (2006),  Iran  as  stated  by  UN 
officials  on  26  January  2007,  said  that  Iran 
plans  to  begin  work  in  February  on  an 


22  Report  of  th4  Director  General  of  the 
IAEA,  "Implementation  of  the  NPT  Safeguards 
Agreement  in  the  Islamic  Republic  of  Iran", 
GOV/2006/64,  14  November  2006. 

23  Supra,  .1. 

24  Loc.  Cit,  paragraph  12. 


underground  uranium  enrichment  facility, 
as  part  of  a  plaii  to  create  a  network  of 
tens  of  thousands  of  machines,  turning  out 
material  that  could  be  used  to  make 
nuclear  arms.  And  Mohamed  El  Baradei, 
the  Director-General  of  the  IAEA  told 
reporters  at  the  World  Economic  Forum 
that  Iran  was  going  to  announce  that 
13,000  centrifuges  will  be  built  in  February 
2007.25  Iran  ultimately  plans  to  expand  its 
program  to  54,000  centrifuges,  which  spin 
uranium  gas  into  enriched  material.  And 
these  centrifuges  could  make  enough 
weapons-grade  material  for  dozens  of 
nuclear  warheads  a  year. 

To  meet  the  request  of  the  Cotmcil  in 
resolution  1737  (2006),  the  IAEA  Director- 
General  issued  a  report  which  concluded 
that  Iran  has  not  suspended  its  enrichment 
related  activities  as  demanded  by  the 
Council  in  resolution  1696  (2006)  and 
resolution  1737  (2006).  The  report  also 
stated  that  the  Agency  is  imable  to  pro- 
vide assurances  about  the  absence  cf 
undeclared  nuclear  material  and  activities 
or  about  the  exclusively  peaceful  nature 
Iran's  nuclear  program.2^  As  a  result  of 
Iran's  failure  to  comply  with  the  reso- 
lutions of  the  Cotmcil  whida  has  aggra- 
vated the  suspicion  that  Iran  is  working 
towards  nuclear  weapons,  finally  on  24 


25  George  Jalm,  "Iran  to  Start  Assembling 
Centrifuges,  IAEA  Says",  http:/ /.Washington 
post.com/wp-dyn/content/article/2007/01/26/ 
AR2007012601773 

26  IAEA  Board  of  Governors,  Report  of  the 
Director  General,  "Implementation  of  the  NPT 
Safeguards  Agreement  and  Relevant  Provisions 
of  Security  Council  Resolution  1737  (2006)  in 
the  Islamic  Republic  of  Iran",  GOV/2007/8, 
22  February  2007. 
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March  2007  the  Security  Council  adopted 
unanimously  Resolution  1747  (2007)  which 
expands  the  sanctions  imposed  on  Iran. 
As  mentioned  earlier,  Iran  strongly  rejects 
the  resolution.^^ 

Iran's  renewed  defiance  was  shown 
early  April  by  President  Mahmoud 
Ahmadinejad's  aimouncement  that  Iran 
has  moved  to  "industrial  scale"  uranium 
enrichment.  However,  as  reported,  on  5 
March  2007  Dr.  Mohamed  El  Baradei,  the 
Director-General  of  the  IAEA  said  that  the 
IAEA  inspectors  had  not  seen  concrete 
proof  of  the  industrial  capacity  to  produce 
weapon-usable  nuclear  material.  And 
earlier,  the  IAEA  had  said  that  Iran  re- 
mained some  time  away  from  even  the 
capacity  to  generateTndustrial-grade  hieU^ 

IRAN  NUCLEAR  CRISIS 

Iran  nuclear  crisis  steadily  has  become 
more  acute  when  it  is  no  longer  an  issue 
of  non-proliferation  only,  but  also  an  issue 
of  regional  stabiUty  and  a  threat  to  inter- 
national peace  and  security.  Open 
confrontation  between  the  US  and  Iran  has 
aggravated  the  crisis.  Speculation  that  US 
is  preparing  a  surgical  attack  against  Iran 
nuclear  facilities  and  Iran  fiery  rhetoric 
fueled  further  the  crisis.  President  Bush 
and  other  US  officials  continue  to  convey 
the  view  that  negotiations  is  the  path  to 
take  for  finding  solution  to  Iran  nuclear 
crisis,  but  "all  options  are  on  the  table". 


27  Supra,  1-3. 

28  Elaine  Shannon. Washington,  "Behind 
Iran's  Nuclear  Tough  Talk",  TimeCNN,  9  April 
2007,  http://www.timR.com/printout/0,8816. 
1608169.0Q.html. 


The  saber  rattling  Israel  has  added  tension 
in  the  region  when  it  warned  that  the 
option  to  attack  Iran's  nuclear  facilities 
remains  open.  Worse  even,  the  seemingly 
inadvertent  disclosure  by  Prime  Minister 
Ehud  Omert  that  Israel  is  a  nuclear  power 
constitutes  a  serious  threat  to  regional 
security.  The  Israel's  Army  Chief  Lt.  Gen. 
Dan  Halutz  said  on  20  October  2006  that 
Israel  cannot  ignore  the  threat  of  nuclear 
Iran.  "The  combination  of  nuclear 
weapons  and  an  extreme  regime  which 
has  the  clear  goal  of  destroying  Israel  is 
a  combination  to  which  we  cannot  remain 
indifferent."  Another  dimension  that  is 
emerging  from  Iran  nuclear  crisis  besides 
possible  military  conflict  is  the  prospect 
of  a  nuclear  arms  race  in  the  Middle  East. 

The  worsening  security  situation  in 
Iraq  where  a  civil  war  is  raging  has  con- 
tributed to  the  complexity  of  Iran  nuclear 
crisis.  The  US  has  long  been  accusing  Iran 
of  stirring  trouble  in  Iraq  by  assisting 
Shiite  militias  and  providing  them  with 
improvised  explosive  devices  (lEDs),  roc- 
ket-propelled grenades,  Katyusha  rockets 
and  roadside  bombs.  According  to  some 
experts'  estimate,  there  are  as  many  as 
thirty  thousands  Iranian  operatives  in  Iraq. 
They  are  aU  over  Iraq  collecting  intelli- 
gence and  assisting  various  Shiite 
militias. 2'  If  indeed  the  accusations  are 
supported  by  solid  evidence,  this  is  a  clear 
indications  of  a  Iran's  strategy  to  create 
further  chaos  in  Iraq  that  will  hasten  the 


25  Lionel  Beeliner,  US  Council  on  Foreign 
Relations.  "Iran's  Involvement  in  Iraq",  31 
Januaiy  2007,  http:  /  / www.cfr.org/publication  / 
12521 /irans  involvement  in  iraq.html. 
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US  pull  out,  a  strategy  emboldened  by  the 
growing  influence  of  Iran  in  the  region 
with  the  virtual  victory  of  the  Shiite  mili- 
tias with  the  help  of  Iran  in  Lebanon  over 
the  formidable  Israeli  forces  in  •  the  last 
year's  autumn  war.  The  US  forces  stormed 
the  representative  office  of  Iran  in  Baghdad 
and  detained  several  Iranian  diplomats 
with  the  pretext  that  agents  of  the  Iranian 
Revolutionary  Guard  are  actively  opera- 
ting in  Iraq  working  closely  with  the  Shiite 
militias  in  Iraq.  Indeed,  the  White  House 
has  authorized  US  forces  to  kill  or  capture 
Iranian  operatives  in  the  country.  ^° 

Adding  to  the  tension,  the  US  also  sent 
aircraft  carrier  groups  to  the  Persian  Gulf, 
obviously  in  an  attempt  to  show  US 
readiness  to  carry  out  attacks  against 
Iranian  targets.  These  escalations  of 
conflict  between  the  US  and  Iran  will  only 
hamper  any  effort  to  resolve  the  crisis. 

THE  WAY  FORWARD 

Iran  nuclear  crisis  is  in  essence 
multidimensional  and  complex.  First  and 
foremost,  it  is  an  issue  of  nonproliferation 
of  nuclear  weapons,  an  issue  which, 
together  with  the  issue  of  nuclear  disar- 
mament, has  always  been  an  important 
part  of  the  Indonesian  foreign  policy 
objectives.  This  is  one  of  the  reason  that 
Indonesia,  along  with  the  other  members 
of  the  Non-Aligned  Countries  non-perma- 
nent members  of  the  Security  Council 


30  Lionel  Beehner,  U.S.  Council  on  Foreign 
Relations,  "New  Squeeze  on  Iran",  29  January 
2007,  http://www.cfr.org/publication/12495/ 
new  squeeze  on  iran.html. 


decided  to  support  Resolution  1747  (2007) 
after  their  amendments  had  been 
accommodated  by  the  co-sponsors  of  the 
resolution.  These  non-aligned  countries  as 
well  as  China  and  Russia  are  friends  of 
Iran,  and  in  this  case,  Indonesia  and  Iran- 
countries  where  the  majority  of  their 
populations  are  Muslims — are  members  of 
the  Organization  of  Islamic  Conference 
that  have  friendly  bilateral  relations. 

It  is  obvious  that  the  support  of  the 
non-aligned  countries  to  the  resolution 
reflects  their  genuine  concern  over  the 
threat  of  proliferation  of  nuclear  weapons 
in  the  Middle  East  and  its  ramifications 
and  impact  on  international  peace  and 
security.  While  the  resolution  continue  to 
affirm  the  right  of  Iran  under  the  NPT  to 
develop  nuclear  technology  for  peaceful 
purposes,  Iran  as  reported  by  the  IAEA 
refused  to  provide  full  access  to  suspected 
undeclared  nuclear  material  and  activities 
as  required  by  the  NPT  and  the  Iran- 
IAEA  Safeguards  Agreements.  Iran  also 
refused  to  ratify  the  Additional  Protocol 
signed  by  Iran  on  18  December  2003. 

The  continued  defiance  of  Iran  to  the 
will  of  the  international  community  as 
reflected  in  resolution  1747  (2007)  and  the 
previous  resolutions  will  only  aggravate 
the  security  situation  in  the  region  and 
undermine  the  long  term  interest  of  Iran. 
Iran  therefore  should  best  use  the  two 
month  period  given  by  tlie  Securit}'  Coun- 
cil before  the  Council  review  the  imple- 
mentation of  the  resolution  to  find  a 
negotiated  solution  to  die' crisis,  as  called 
for  by  the  Council.  China,  France,  Russia, 
die  UK  and  tl-\e  US,  with  tlie  support  of 
the  EU's  High  Representative  should  en- 
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gage  Iran  to  negotiate-without  preconditions 
a  comprehensive  solution  to  the  crisis. 

The  strategic  dimension  of  the  crisis 
should  also  be  taken  into  account.  It  is  to 
be  recognized  that  there  are  competing 
strategic  interests  involved  in  tliis  nuclear 
crisis.  Notwithstanding  the  fact  that 
Security  Council  resolutions  on  Iraq  repre- 
sent the  collective  will  of  the  international 
community  to  prevent  the  proliferation  of 
nuclear  weapons,  it  is  equally  true  that  it 
is  the  US  that  is  determined  to  prevent 
Iran  from  becoming  a  nuclear  power, 
which  certainly  will  tilt  the  power  balance 
in  the  region,  endangering  the  strategic 
interests  of  the  US  and  its  allies,  and  in 
particular  in  this  case  Israel.  Iran  going 
nuclear  wUl  also  boost  its  already  strong 
influence  in  the  region.  The  US  is 
concerned  that  Iran's  hand  in  Iraq  through 
the  Shiite  group  will  block  the  US  efforts 
to  use  Iraq  as  a  foothold  for  serving  the 
US  interests  in  the  region.  The  Israeli  is 
even  more  worried  about  the  prospect  of 
Iran  going  nuclear.  Israel's  security  wUl 
be  exposed  to  direct  and  imminent  threat. . 
If  the  international  community  fails  to 
stop  Iran  from  becoming  a  nuclear  power, 
and  the  US  pulls  out  from  Iraq,  there  will 
be  only  one  option  available  for  Israel, 
i.e,  to  attack  Iranian  nuclear,. facilities. 

For  Iran,  going  nuclear  will  erUiance 
its  prestige  and  influence  in  the  region  as 
the  champion  in  the  fight  against  Israel 
and  Zionism  and  the  struggle  for  the 
independence  of  Palestine.  Iran  also  has 
the  interest  to  make  Iraq  as  a  buffer 
against  possible  attack  by  enemy  forces 
by  keeping  Iraq  weak.  Iran  is  determined 
to  use  its  proxies  in  Iraq  to  create  security 


condition  which  will  force  the  US  to  pull 
out  from  Iraq.  While  Iran  has  the  power 
to  cultivate  relations  with  fellow  Shiite  in 
Iraq  for  their  own  purposes,  however,  it 
would  be  wrong  to  assume  that  this 
power  in  unlimited,  given  the  historic 
trauma  of  the  Iraq-Iran  war  in  the  past. 

In  light  of  the  foregoing,  unresolved 
Iran  nuclear  crisis  will  seriously  threaten 
regional  and  international  peace  and 
security.  It  is  inciimbent  for  the  parties 
involved  in  the  crisis  to  take  determined 
steps  to  find  a  negotiated  solution  to  the 
crisis,  especially  during  the  two  months 
period  given  by  Resolution  1747  (2007). 

To  ensure  success,  the  two  sides 
should  use  quiet  diplomacy  and  utilize 
back-channels  to  the  maximum.  The  US 
should  also  step  down  from  the  pedestal 
and  engage  Iran  directly,  even  if  it  is  ini- 
tially very  informal  contacts  as  the  US  did 
with  North  Korea.  Iran  on  the  other  hand 
should,  within  this  60  day  period,  ftilly 
cooperate  with  the  IAEA  and  provide  fuU 
access  to  its  imdeclared  material,  activities 
and  facilities.  And  if  it  is  done,  the  Coun- 
cil should  partially  suspend  the  imple- 
mentation of  tiie  sanctions  arid  in  return, 
Iran  should  reciprocate  by  partially  sus- 
pending its  uranium  enrichment  program. 
Tliese  steps  should  tlien  be  followed  by 
further  reciprocal  actions  towards  the  full 
implementation  of  Resolution  1747  (2007). 

After  all,  adopting  resolution  after 
resolution  and  imposing  sanctions  after 
sanctions  defied  by  Iran  will  only 
undermine  the  credibility  of  the  Security 
Council  and  the  international  community 
as  a  whole. 
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